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Methods of Writing off Discount on Bonds 


By Grorce R. WEBSTER 


The ordinary expression in connection with discount on bonds 
is that the discount should be written off over the life of the 
bonds. This is usually taken to mean that a charge should be 
made each year, ascertained by dividing the number of years 
which the bonds have to run into the amount of the discount. 
The object of the present paper is to show that in many cases 
this treatment is quite erroneous. 

The error is most marked in the case of bond issues where 
there is a sinking fund which will redeem the bonds in a com- 
partively short time, and has the effect of understating the 
amount to be charged off during the earlier years of the issue. 


For example, if $1,000,000 par value 6% bonds be issued at 
85 and there is a sinking fund of 10% per annum and the ex- 
penses in connection with the bond issue amount to $4,220, it 
means (without taking into account the fact that interest will 
probably be paid semi-annually) that the true rate of interest 
paid by the company is 10%. The expenses of the bond issue 
are taken at $4,220 in order to simplify the calculations as this 
makes the effective rate of interest 10% exactly. The net cash 
received by the company on this transaction would then be 
$845,780, making the discount and expenses $154,220. On the 
basis of writing the discount off over the life of the bonds the 
annual charge to profit and loss would be $15,422. 


Based, however, on the effective rate of interest paid, the 
charge for discount and expenses for the first year would be 
$24,578.00, obtained as follows: 
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I SO ik a adel aaah egal <u areca $84,578.00 
Less—interest paid—6% on $1,000,000 ................ceeeeee 60,000.00 
$24,578.00 


The charge for discount and expenses would decrease each 
year, the charge for the last year being only $3,636.00. 

In the above example assumptions are made which result in 
an effective rate of 10%. To find the effective rate in any par- 
ticular case, where it does not come to a rate of interest shown 
in interest tables, it is necessary to employ some method of in- 
terpolation between two rates found in interest tables. The 
method of doing this will be found in any book on actuarial 
science and need not be described here. The calculation is not, 
however, always a simple one. 

A third method which does not require this calculation and 
which is sometimes used is to charge off the discount over the 
various years in proportion to the par value of the bonds out- 
standing during each year. Taking the example above the bonds 
outstanding during each year would be as follows: 


NS error Nidenks AhdnbaabeseNundenbenedidepennl $1,000,000 
a a Sek a Bis Silk, la 5 a ode ohne Slo 900,000 
ES rai: Suds Guneads tele Coaudeaes etabe «tieguineiee 800,000 
ee sie. id eee ae seca kaon atime oa ee wee noeee daa 700,000 
Rds aso ane e Gh Oka kbs oea pease Os ce etn bs- cance Sem 600,000 
ita chins Lm ge these dwscetee Reekeents wees cawiaeen 500,000 
TL ion dtaccianidineidinn en's pbk eimai tamamendaeeinankaies 400,000 
clita daaed dw gin d-ane dei che ceemhe ee ue <ain km d gale 300,000 
a ea SEN se hea one geen gaan eS 64S main oh peed ee 200,000 
eve casa sadacactavkekkeareek es wee 100,000 

$5,500,000 


The proportion of bond discount and expenses chargeable 
against the various years would, therefore, be ten fifty-fifths the 
first year, nine fifty-fifths the second year, etc. 

The following table shows the charges each year according 
to the different methods: 


On basis of 

On basis On basis bonds out- 
of years oftrue standing dur- 
bonds run interest paid ing each year 
SECC CL TC EPCS $15,422 $24,578 040 
NE oe se wan weeee 15,422 23,036 25,236 
BIE vcamicccnccecews ass 15,422 21,340 22,432 
ME ooo occ eeneadsae 15,422 19,474 19,628 
RR RE A ee are 15,422 17,422 16,824 
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dg SS re a Perea 15,422 15,164 14,020 
EE. SEE onc cosscceeuae 15,422 12,680 11,216 
DOE ac ccnnencoerentes 15,422 9,048 8,412 
EE cic ceutoavind tees 15,422 6,942 5,608 
OEE tite vcbcnaddn veces 15,422 3,636 2,804 

$154,220 $154,220 $154,220 











It will be seen from the above that on the basis of the bonds 
outstanding during each year the charges for the earlier years 
are slightly greater than those under the true interest method but 
that both methods require a charge greatly in excess of that 
based on the life of the bonds. 

It may be pointed out that on the basis of the years the bonds 
run the charges for interest and discount in the tenth year 
would be 


GH Ott SROIIIIED 6 ao 5.5 ov kcenceccdrdicoesenvescsavieneee $ 6,000.00 
Cine tenis OF GOON ow ok nis lng 606.650 cp 5n0 000s maaeeeeeeeee 15,422.00 
$21,422.00 


or 21.422% on the bonds outstanding during the year. 

As already stated the difference is greatest where the bonds 
have a sinking fund provision and an example might now be 
taken where there is no sinking fund, for example, $1,000,000.00 
par value 5% 10-year bonds sold at go. 

Methods 1 and 3 are the same in this case and call for a 
yearly charge of $10,000.00. 

Assuming for convenience that interest is paid yearly it will 
be found that the effective rate of interest is 6.3835%, and the 
proper charge for discount would vary from $7,451 the first 
year to $13,004 the last year, the following being the complete 
comparison : 


On basis of On basis of 
years bonds run true interest paid 
Ee ry ee, Cerrar $10,000.00 $ 7,451.00 
SEE COE CS ere ie 10,000.00 7,927.00 
DEORE i visenskh «cpugpeisekaves caaeres 10,000.00 8,433.00 
ee te ee eee st 10,000.00 8,971.00 
a SP eee etre rere. 10,000.00 9,544.00 
I O55 acing eee 24RD Re 10,000.00 10,153.00 
I OOO 10,000.00 10,801.00 
TD 5.65.55 0s ce Pa sh atineereieeers 10,000.00 11,491.00 
Pe EE «6.05 04s <a0eueathaa bases wane 10,000.00 12,225.00 
ck rE rere ee nauk 10,000.00 1 3,004.00 
$100,000.00 $100,000.00 


From the above table it will be seen that on the basis of the 
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years the bonds run the charges in the earlier years are greater 
than on the basis of the true interest paid. 

From these two tables, therefore, it would appear that where 
there is a sinking fund provision the most conservative method 
of treatment would be to write off the discount on the basis of 
the bonds outstanding during each year, and where there is no 
sinking fund on the basis of the years the bonds run. 

A conservative accounting principle might be adopted for the 
extinguishment of assets such as discount on bonds that where 
a simple calculation results in the writing off of a larger sum in 
the earlier years it should be preferred to a method involving a 
precise and possibly intricate calculation which would call for a 
smaller yearly charge in the earlier years. 

In the case of the sinking fund bond issue which we have 
taken as an example it has been assumed that the bonds will be 
redeemed at par. If the sinking fund calls not for the redemption 
of 10% of the outstanding bonds at par but for a payment to 
the trustee of 10% of the par value of the bonds outstanding, 
such amount to be applied in redemption of as many bonds as 
could be purchased by the amount, further interesting questions 
arise in connection with the treatment of the differences between 
the par value of the bonds and the price paid for same by the 
trustee, as it would appear to be reasonable that if the bonds 
were issued originally at 85 that they could at the end of the 
first year be purchased in the open market at a price below par. 
In fact in the case stated the value of the bond at the end of 
each year, assuming a constant yield of 10%, would at the end 
of the first year be 85.6%, at the end of the second year 86.7%, 
increasing gradually to par at the end of the last year. 

In many bond issues there is also the further difficulty that 
the amount of the sinking fund is not definitely known, but is 
dependent on the number of tons of coal or ore mined, or timber 
cut, etc., and in such cases the requirements based on bonds 
outstanding at the end of each year would probably require to 
be recalculated each year on the basis of actual experience. 

It may be interesting to note the rules laid down in some of 
the books on accounting and the regulations made by the inter- 
state commerce commission and public service commissions : 

DicksEE’s Auditing refers to the matter as follows: 


“Write off discount in instalments during the life of the bonds so that 
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the aggregate of the discount and the nominal interest charged to revenue 
account is the actual amount of interest paid on the proceeds of the 
bonds.” 


MonrcoMERY’S Auditing, Theory and Practice contains the 
following: 


“Likewise when bonds are sold at a discount it is because the rate of 
interest the bonds bear is less than the effective rate at which the cor- 
poration’s credit is rated. For instance, if five per cent ten-year bonds 
are sold at 90, it means that the corporation’s borrowing strength is rated 
at about six per cent, and in order to reflect the actual rate each year as 
interest is paid, it will be necessary to carry the discount as a deferred 
charge among the assets and write off to interest account one per cent 
annually. This, added to the amount paid in cash, will adjust the interest 
account to the proper cost.” 


DicKsEE’s would seem to call for the true interest method, 
and would apply to any form of bond, while MontcomeEry’s 
would seem to suggest that the discount should be written off 
on the basis of the life of the bonds, although this may be con- 
sidered as applying only to the example given. 

The interstate commerce commission regulation is as follows: 


“Income account—Amortization of discount on funded debt should be 
charged during each fiscal period with such proportion of the unex- 
tinguished discount and expense on funded debt obligations as may be 
applicable to that period. This proportion should be determined accord- 
ing to a rule, the uniform application of which throughout the interval 
between the date of sale and the date of maturity will extinguish the 
discount and expense on funded debt. 

“In order that the discount and expense on funded debt may be ex- 
tinguished sooner, the company may, at its option, charge to account 


PL 11, ‘debt discount extinguished through surplus’ all or any portion 
of the discount and expense on funded debt remaining at any time unex- 


tinguished * * *” 


This same regulation has been adopted by the railroad com- 
mission of the state of California and by the public service com- 
mission of the second district of the state of New York and 
practically the same regulation has been adopted by the public 
service commission of Maryland. 

The regulations of the public service commission for the 
first district of the state of New York are 
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“to charge off a proportion of such discount and expense based upon the 
life of the security to maturity.” 


From the above it would appear that the interstate commerce 
commission and the public service commissions which have 
adopted the interstate commerce commission’s ruling would prob- 
ably not object to any reasonable scheme which would take care 
of discount in a uniform way during the life of the bonds. 

The regulation of the public service commission of the first 
district of the state of New York might be interpreted as allow- 
ing in the case of sinking fund bonds the adoption of either the 
first or third methods as herein described. 

None of these regulations is very specific but this is probably 
accounted for by the fact that until a comparatively recent date 
it was customary to charge discount on at least an original issue 
of bonds to capital and it is, therefore, probable that future regula- 
tions will develop the theory in more detail and provide specifi- 
cally for the case of sinking fund bonds. 

It may be thought that the point made here is too technical 
but it would seem that frequently borrowers do not realize the 
way in which discount works and the consequent effect it has on 
the actual price paid—probably on account of their calculating 
the interest and discount on the par value of their obligation and 
not on the actual cash received by them. This is illustrated in 
the example taken by Mr. MontcoMEry where to a casual reader 
the effect of the discount might be considered as equal to an 
addition of 1% per annum on the money received, whereas as 
has been previously seen it is equivalent to an addition of 1.3835%. 
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A Problem in the Distribution of Expense Burden 


(A Paper for Accounting Students) 
By H. C. Bentwey, C.P.A. 
(Second Article) 


It is assumed that the fictitious company .named in this 
problem conducts an efficient set of accounting records; that a 
perpetual inventory is maintained with all raw materials, semi- 
raw materials, finished parts, finished goods, fuel, oil, waste, 
repair parts, etc.; that a cost ledger is conducted in 
which is kept an account with each production order and 
standing shop order; that each production order and stand- 
ing shop order is charged with the cost of distributable 
services bought and materials and supplies used during a month; 
that monthly profits are determined; and that detailed subsidiary 
records are kept with each machine, showing the actual cost of 
repairs and renewals, and such other data in connection with 
this class of fixed assets as may be desired. 

As stated heretofore, one of the first steps to be taken in 
connection with the installation of Mr. CHurcu’s method is to 
prepare schedules showing the manufacturing expenses for a 
year in advance, always bearing in mind that the variable ex- 
penses applicable to production must be estimated, and that all 
the elements of expense burden must finally be distributed in 
the cost ledger to the proper production orders. If the aggre- 
gate number of hours worked by a production center (say 190) 
is less than its estimated number of normal working hours per 
month (say 225) then the aggregate amount charged to pro- 
duction orders to cover the service rendered by that center dur- 
ing the month will be less than the estimated manufacturing 
expenses which apply to the production center in question. This 
feature is more fully dealt with hereafter. 

Schedules 1 to 14,* inclusive, exhibit the fixed and estimated 
manufacturing expenses of the A. H. C. Manufacturing Com- 
pany for a year. A ledger account corresponding with each 


* For schedules see preceding number of THE JOURNAL OF ACCOUNTANCY. 
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schedule is kept. Schedule No. 14 is a summary of all elements 
of expense burden as detailed in the preceding schedules. The 
total debits to estimated manufacturing expenses account for 
any given month represent that part of the fixed and estimated 
annual manufacturing expenses which applies to the month in 
question. 

Maintenance of land account is debited at the close of each 
month with its proper proportion of the estimated annual taxes, 
expenses of upkeep of grounds, and interest on the capital in- 
vestment. It is assumed that 5 per cent per annum is a fair 
charge to make for the use of capital invested, notwithstanding 
that there is a 5% per cent mortgage outstanding covering the 
land and buildings. The three debits referred to are offset by 
credits to accrued taxes, reserve for upkeep of grounds, and 
interest on capital. When the taxes are finally paid it may be 
found that the taxes as estimated do not agree with the taxes 
as paid. 

The difference may be adjusted as between the manufacturing 
and non-manufacturing departments, and the proportion which 
applies to the former may be transferred to adjustment of manu- 
facturing expenses account. The actual amount expended for 
upkeep of grounds during a year will not exactly agree with 
the sum total of the twelve monthly credits to the reserve for 
upkeep of grounds account, to which will be debited the actual 
expenditures as incurred. The difference should be disposed 
of after the manner explained above in connection with taxes. 
Interest on capital account has no current debits. At the close 
of each month the land maintenance charges are distributed 
among the several building maintenance accounts, thus causing 
the maintenance of land account to balance. 

Maintenance of office building account is debited at the close 
of each month with the proportion of land maintenance charges, 
taxes, insurance, repairs, depreciation and interest, which applies 
to that month. The six debits are offset by credits to maintenance 
of land, accrued taxes, insurance premiums prepaid, reserve for 
repairs to office building, reserve for depreciation of office building, 
and interest on capital. The first credit forms part of the total 
credit to maintenance of land account to which reference has been 
made. As heretofore stated, any differences between the actual 
land expenses and the estimated land expenses may be adjusted 
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annually. The credits to accrued taxes account and to reserve 
for repairs of office building account are estimated figures. If 
the amount paid for taxes and the amount expended for repairs 
during a year do not agree with the sum of the twelve credits to 
these two accounts the differences must be disposed of. It will 
be impossible to determine whether or not the provision for 
depreciation of wasting fixed assets is correct as at the close of 
each year. If a proper subsidiary record is kept with each item 
of wasting fixed assets it will be a simple matter to adjust the 
unaccrued depreciation on all items sold, discarded or otherwise 
disposed of, and also to cease reserving for depreciation as soon 
as the estimated life of a given unit has expired. Adjustments 
of unaccrued depreciation reserves and the continuation of pro- 
vision for depreciation beyond the estimated life of a unit should 
be handled through adjustment of depreciation reserve account, 
which should be closed into surplus. The credits to interest on 
capital account are constant, and represent the amount of inter- 
est to which the business is considered to be entitled, for the 
use of the capital invested in fixed assets. The sum total of 
the monthly debits to maintenance of office building account is 
distributed, by means of a monthly journal, according to the 
distribution shown under schedule No. 2, thus causing the ac- 
count to balance. This monthly distribution is based upon the 
number of square yards of floor space in the office building 
utilized by the four departments specified; and in allotting floor 
space it may be found necessary to exercise considerable arbi- 
trary judgment as to the exact line of demarcation between de- 
partments. 

The charges of the three remaining building maintenance ac- 
counts, together with their offsetting credits, are identical in 
nature with those of the maintenance of office building account, 
and therefore do not require any further explanations. These 
accounts are closed by means of monthly journal entries in ac- 
cordance with the distribution specified under the respective 
schedules. 


It is assumed that the warehouse building is used for re- 
ceiving and storing all raw materials and supplies purchased in 
large quantities ; and that all raw materials and supplies are taken 
into the stock record at invoice prices. Thus all expenses of 
buying, hauling and handling inward, receiving, storekeeping and 
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issuing of stores are charged to buying, receiving, warehousing 
and storing account. In this way the raw materials and supplies 
are carried on the books at invoice prices; and all acquisition and 
carrying costs are charged as operating expenses in the month 
in which they are incurred, regardless of the fact that a part of 
such expenses applies to the cost of materials and supplies on 
hand. 

Maintenance of power plant building includes maintenance 
of the coal shed. 

Power and heat account, corresponding to schedule No. 6, 
is a Statistical account which is debited each month, by means 
of several monthly journal entries, with all the fixed and esti- 
mated expenses of generating power and heat, including the 
estimated cost of maintaining the power plant, coal shed, engine, 
boilers, main line shafting, hangers, pulleys, belting, etc. It is 
assumed that the company secures its water from an artesian 
well, the supply tank being counted as part of the power plant. 
Steam power is used exclusively. Electric current for lighting 
is purchased from the local electric lighting company. The 
charges to the power and heat account include the cost of both 
power and heat. An estimate of the annual cost of heating is 
made, amounting in this case to $100 per month (a ridiculously 
large amount). In distributing the total debits to power and 
heat account each month, heating account is debited with $100; 
machine shop account is debited with the estimated cost of 
power which it consumes; and manufacturing expenses account 
is debited with the balance, representing the estimated cost of 
power consumed by the production centers. The various debits 
to power and heat account are offset by credits to maintenance 
of power plant building, accrued taxes, insurance premiums 
prepaid, reserve for depreciation of power plant equipment, re- 
serve for depreciation of main line shafting, hangers, belting, 
pulleys, etc., reserve for repairs to power plant equipment, re- 
serve for repairs to main line shafting, hangers, belting, 
pulleys, etc., oil, waste and grease used, fuel consumption, 
moving ashes, power plant wages and interest on capital ac- 
counts. Differences between the actual and estimated expenses 
of maintaining the power plant building will be reflected in 
the accounts which offset those debits to maintenance of power 
plant building representing variable expenses. The difference 
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between the estimated repairs and the repairs actually incurred 
in connection with the equipment, and also the main line, is 
shown by the balances of the two reserves for repair accounts 
mentioned above. The balances of oil, waste and grease used, 
fuel consumption, moving ashes, and power plant wages, reflect 
the difference between the estimated and the actual amount of 
these expenses. The balance of oil, waste and grease used ac- 
count would not necessarily indicate that the estimated amount 
chargeable to power and heat is too large or too small, because 
this account is credited with the estimated cost of oil, waste and 
grease used by the production centers, and also by the machine 
shop. It is debited with the cost of oil, waste and grease requisi- 
tioned from stock. Oil cups on the main line and on certain 
machines may be large enough to hold a month’s supply or more. 
If these cups happen to be filled at the end of a month, and if 
the oil, waste and grease used account shows a debit belance at 
the close of that month, it will not be correct to close out such 
a balance and distribute it to the active jobs, on the ground 
that it represents the excess of actual over estimated cost of oil, 
waste and grease used. In such a case the balance is just as 
much an asset as the oil in the storeroom. 


It seems unnecessary to treat at length the remaining ac- 
counts corresponding to schedules 7 to 14. Their debits and 
credits should be readily understood if the monthly journal 
entries are studied in connection with the accounts and their 
corresponding schedules. However, it would seem desirable to 
touch briefly upon the operating accounts which show by their 
balances the difference between estimated and actual expenses. 
The difference between the debits and credits to lighting account 
for any one month shows that the cost of lighting is either more 
or less than the monthly proportion of the estimated annual cost 
of lighting. It is perfectly logical that the account should show 
a credit balance in the months from April to October, and a 
debit balance in the remaining months. The estimate of the 
annual cost of lighting can only be lined up once a year. Of 
course if there is much overtime the expense of lighting is 
relatively increased thereby. There is no doubt that the different 
production orders participating in overtime should be charged 
their proper proportion of all excess expenses incurred as a 
result. It is, therefore desirab'e to determine as accurately as 
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possible the cost of extra lighting for overtime, as well as the 
cost of extra fuel consumption, oil, waste and grease used, and 
the amount paid for overtime to foremen, factory clerks, etc. ; 
and the aggregate of these expenses should be distributed over 
the active jobs, as explained heretofore. 

It is impossible to reconcile the actual taxes with the esti- 
mated, at least until the assessment is made; and by that time it 
is too late to adjust the taxes accrued account by distributing 
the balance over the various production orders affected. There- 
fore it seems advisable to adjust the difference once a year as 
between the manufacturing and non-manufacturing departments, 
as explained heretofore. 

Reserve for upkeep of grounds account will normally show a 
debit balance in the summer months and a credit balance in the 
winter months, provided the expenses chargeable to this ac- 
count have to do largely with the upkeep of lawns, roadways, etc. 
Here, again, it would seem inadvisable to attempt a monthly 
adjustment of the difference. Of course, if the difference of an 
account indicates clearly that the estimate is wrong, a proper 
adjustment of the schedules, hourly rates, etc., must be effected. 

The various reserves for repairs show by their debit balances 
the excess of repair cost over the amount reserved to cover such 
cost; if a credit balance the reverse condition applies. A credit 
balance does not necessarily indicate that too much has been 
reserved; because the need for one or more large repairs may 
already exist, and yet such repairs may not have been actually 
made. If they are made in the following month the seemingly 
large credit balance may be absorbed. The needs for repairs are 
constantly accruing, hence the reserve for repairs and re- 
newals should show a normal credit balance at all times. An 
unexpected or abnormal charge for repairs might result in caus- 
ing a debit balance to be shown, but this should in no way affect 
the normal costing figures because it would not be the result of 
normal conditions. In fact, any extraordinary or abnormal 
charge for repairs might correctly be charged to profit and loss 
and shown on the profit and loss statement as a deduction from 
net profit from operations. 

The balance of fuel consumption account, if not abnormally 
large, might better be carried forward than distributed over the 
active production orders each month. In a large plant where 
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live steam has to be generated for heating during four or five 
months of the year, the balance of fuel consumption account 
should normally be a debit during the cold months and a credit 
during the warm months. Of course, an abnormal balance of 
this account should be carefully investigated, with the idea of 
making any necessary adjustment in the schedule covering power 
cost, as well as in the schedules of production centers affected. 
The charges to fuel consumption account will increase in case 
of overtime. It should not be a difficult matter to determine the 
increase of charges occasioned by overtime; and this increase 
should be distributed as explained heretofore. 

The various wages and salary accounts should be handled in 
exactly the same way as fuel consumption account. In some 
of these accounts, as for example, general office salaries, the 
balance, if any, relates to selling expenses and general adminis- 
trative expenses as well as to manufacturing expenses; and 
consequently, if this class of expenses is incorrectly estimated, 
the first two expense accounts mentioned are affected to the same 
extent as manufacturing expenses are affected. A material mis- 
take in estimating any element of expense burden is a very 
serious matter, because it may call for the correcting of several 
schedules and also the correcting of every schedule made up for 
the various production centers thus changing their hourly rates. 

At the close of each month the aggregate cost of raw ma- 
terials used is debited to manufacturing and credited to raw 
materials, both being general ledger accounts. The aggregate 
cost of finished parts used is debited to manufacturing and 
credited to finished parts accounts. The aggregate cost of direct 
labor charged to the various production orders in the cost ledger 
is debited to manufacturing and credited to pay-roll accounts. 
The production orders in the cost ledger are debited with raw 
materials, finished parts, and direct labor, either daily, weekly 
or monthly, from daily requisitions and time tickets, or from daily 
or monthly summaries of requisitions and time tickets. Manufac- 
turing account in the general ledger is the controlling account 
for the cost ledger. At the close of a month it is debited with 
the total amount of expense burden charged to the various 
production orders on the basis of hours worked by centers, and 
may also be debited with the undistributed expense burden, if 
any, which is distributed over the active production orders by 
means of the supplementary rate. It will thus be seen that 
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manufacturing account is debited each month with the three 
elements of production cost,—materials, direct labor and expense 
burden—and that each active production order is charged with 
its proper share of these elements. When a production order 
is completed, the date of completion should be conspicuously 
noted on the cost sheet or card. After expense burden has been 
distributed to the active production orders, the aggregate cost 
of completed production orders should be determined. Finished 
goods account should be debited with the aggregate cost of all 
finished products completed during the month, finished parts 
account with the aggregate cost of parts finished during the 
month, and manufacturing account credited with the sum of the 
two debits. The balance of manufacturing account will now 
represent the cost of production orders in process. Of course 
the sheets or cards in the cost ledger showing completed produc- 
tion orders should be transferred so as to leave only the jobs 
in process. A trial balance compiled from the cost ledger should 
now agree with the balance of the manufacturing account. 

The aggregate cost of goods sold during a month should 
be debited to cost of goods sold account and credited to finished 
goods account. This latter account should then show by its bal- 
ance the cost of finished goods on hand. Obviously, the difference 
between the net sales and the cost of goods sold will represent 
the gross profit or loss on sales. 


The A. H. C. Manufacturing Company commenced business 
on January 1, 1908. The present accounting system was installed 
as of January 1, 1913. The trial balance submitted shows the 
balances of all open ledger accounts before the monthly entries 
for April are posted, and covers the period from January I to 
April 30, 1913. The balance of each operating account which 
represents a variable element of expense burden is the difference 
between the estimated and the actual expense for the four months 
ending April 30, 1913. It is important to understand the func- 
tions of these operating accounts representing variable elements 
of expense burden, and equally important to understand the 
functions of the estimated manufacturing expenses account. 
(The qualification “estimated” is not at all necessary—simply 
a matter of choice in terminology.) Each of the operating ac- 
counts representing a variable element of expense burden would 
balance if the actual expenses as charged agreed with the esti- 
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mated expenses as credited. A debit balance indicates that the 
actual expenses charged to a given account exceed the amount of 
estimated expenses credited, and vice versa. Estimated manu- 
facturing expenses account is debited with the fixed and esti- 
mated elements of expense burden, and at the same time the 
operating accounts referred to are credited. Estimated manu- 
facturing expenses account is credited with the amount of 
expense burden distributed to the active production orders on 
the basis of hours worked by production centers and at the same 
time manufacturing account is debited. If some or all of the 
production centers are operated less than their normal running 
time a debit balance will result, and it may be distributed over 
the active production orders on the “supplementary rate” basis, 
while at the same time manufacturing account is debited and 
estimated manufacturing expenses account credited. If some or 
all of the production centers are operated more than their normal 
running time a credit balance will result, and it should be dis- 
posed of according to whichever method seems most equitable and 
practicable. 

Those who make a study of this problem will probably dis- 
cover certain weak points in the general scheme as outlined. 
It would be extremely unfair to Mr. CuurcH and his writings 
if one should assume that this problem covers all or even a large 
part of his ideas on the scientific method of distributing expense 
burden. It is merely an attempt to illustrate the application of 
a few of the more general ideas presented in his two books; and 
it will not be difficult to criticize certain features of it, because 
in such a problem as that given it is impossible to cover the big 
subject of expense distribution, save in a general and very limited 
manner. One may criticize some of Mr. Cuurcn’s ideas; but 
the test of the critic is his capacity for devising better ideas. 
In the opinion of the present writer, Mr. CHurcH gives us the 
ideals toward which we should be working, although modifica- 
tions may be deemed advisable at times. 

The writer will attempt to anticipate some of the criticisms 
likely to occur to the minds of those who study this problem. 

The inclusion of interest on fixed assets as one of the elements 
of expense burden means that we capitalize such part of the 
interest charges as is included in the cost of goods in process and 
finished goods on hand. All such interest charges are credited 
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to interest on capital account. Since this latter account is closed 
into profit and loss, it follows that the net profit includes some 
unearned interest; in other words, there is an. anticipation of re- 
turn on capital to the extent of the amount of interest included 
in the cost of goods in process and finished goods on hand. 

If some centers were worked more than their normal run- 
ning time during a month in which other centers were worked 
less than their normal running time, the balance of estimated 
manufacturing expenses account would have very little mean- 
ing. Even though it were possible to determine the hours 
worked by each production center during a month, so that the 
overtime and undertime of each could be ascertained, it would 
be extremely difficult to dispose of the complex balance referred 
to except in a very arbitrary manner. Hence the importance 
of establishing an overtime rate for each production center. 

If one or more production centers are added, the schedules 
covering all centers in the department affected must be recast. 
In fact the addition of a production center might necessitate the 
recasting of all schedules except No. 1. If the addition occurred 
in the latter part of a fiscal year it would hardly pay to recast 
the schedules. An arbitrary hourly rate could be used for the 
additional center, and the charge for its running time could be 
credited to adjustment of estimated manufacturing expenses ac- 
count, or to estimated manufacturing expenses account, if desired. 

It is not unusual to find one or more machines installed for 
the purpose of doing special work which occurs irregularly, 
depending upon the volume of a certain kind of business secured. 
It is impossible to estimate accurately the running time of such 
a machine for a year in advance, because its running time de- 
pends upon the demands of the trade for a given class of work 
for which that machine was installed exclusively. Again, a ma- 
chine may do enough work in two hours to keep the remaining 
centers in that department running full time. If the remaining 
centers are operated less than their normal running time, the 
one machine referred to may still be operated just as many hours, 
because it is operated on smaller batches—a small batch taking 
as much time to run through as a normal batch. If all centers 
were worked either overtime or undertime it would simplify 
the matter very much; but where some are cut off or worked 
undertime, others worked irregularly, and still others worked 
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overtime, the balance of estimated manufacturing expenses be- 
comes very complex. An overtime rate for each center will solve 
such difficulties if estimated with a fair degree of accuracy. 

Certain elements of selling expenses and general adminis- 
trative expenses are involved in the estimating of variable ele- 
ments of expense burden—such as taxes, repairs of office build- 
ing, general office salaries (where a certain per cent of the total 
is charged to manufacturing), office supplies (where a per cent 
of the total is charged to manufacturing), etc. It follows, there- 
fore, that the balances of certain operating accounts should not 
be considered as applying to manufacturing exclusively. That 
portion of each balance which applies to selling expenses (in- 
cluding shipping) or general administration expenses should be 
eliminated monthly, semi-annually or annually, depending on 
the policy adopted; and the balance remaining may be treated 
as applying to manufacturing. The estimating of selling ex- 
penses and general administrative expenses is probably carried 
to an excess in this problem. It is desirable to estimate as few 
of such elements as possible. Some elements involving non- 
manufacturing expenses have to be estimated, such as upkeep 
of grounds, repairs to office building, taxes on land, taxes on 
office building, taxes on office equipment, repairs and taxes on 
factory building in which the shipping department is located, 
fuel consumption (involving the heating of the offices and ship- 
ping department), oil, waste and grease used in the power 
plant (involving the heating of the offices and shipping de- 
partment), office supplies used (involving at least the shipping 
department), etc. This makes it very difficult to define the 
balances of those variable operating accounts which involve both 
manufacturing and non-manufacturing expenses. Their balances 
represent the difference between the actual and estimated ex- 
penses; but the difficult part is to determine what proportion 
applies to expense burden and what to selling expenses or gen- 
eral administrative expense—or both. 


The actual power consumption of machines may vary widely 
as between months on account of the character of work being 
done, the condition of the belting—whether too tight or too 
loose—the speed used in operating where the machine is speeded 
low for green operatives, the time the machine is cut off on 
account of an operative absenting himself, etc. These conditions 
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cannot be reflected to a nicety through any scheme of distribut- 
ing expense burden; but their effect on fuel consumption is not 
likely to be material. The estimating of the normal running 
time of each center and the power consumption of each machine 
are two of the most difficult features to be encountered in estab- 
lishing for each center an hourly rate that will serve satisfactorily 
for a year. 

No scientific method for distributing expense burden can be 
devised to meet all requirements (at least without intelligent 
modifications) nor can any one method be applied to all lines 
of manufacturing. The Cuurcn method is well worth under- 
standing, in that it may be put into operation where it fits—and 
there are many places where it will fit if it has the right fitter. 


MONTHLY JOURNAL ENTRIES 


I I ee ee ee rere $ 6.25 
Maintenance of office building ....................05. 20.00 
Maintenance of warehouse building .................. 8.09 
Maintenance of power plant building ................ 9.50 
Maintenance of factory building ..................... 68.00 
Maintenance of production centers (taxes on centers) . 46.00 
Shipping department (taxes on finished stock) ....... 4.00 
Power and heat (taxes on power and plant equipment) 13.92 
Machine shop (taxes on machine shop equipment). . 3.83 
Buying, receiving, warehousing, etc. (taxes on material 

aie SR RE AAA SS CS ne Seno a 727 
General administrative department (federal and cor- 

EE SE CE aL ET FF 24.00 
a eres $ 220.76 
Distribution of one-twelfth of estimated an- 
nual taxes, including municipal, state and fed- 
eral. 

S| PP re Seer ee ee eee 10.42 
Reserve for upkeep of grounds ............. 10.42 


One-twelfth of estimated annual cost of car- 
ing for the grounds. 


NE INE, gS awh wane oils 6a hike Foes wipe ows 17.50 
Maintenance of office building ...................05. 62.50 
Maintenance of warehouse building ................ 25.00 
Maintenance of power plant building ................ 33-33 
Maintenance of factory building .................... 166.67 
Maintenance of production centers (interest on centers) 200.00 
Machine shop (interest on equipment) .............. 50.00 
Selling department (interest on office equipment).. 5.00 
Superintendence (interest on office equipment) ....... 9.17 
Buying, receiving, etc. (interest on office equipment). . 9.17 
Organization (interest on office equipment) ........ 9.00 
Pay-roll department (interest on office equipment).... 9.17 
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General admin. dept. (interest on office equipment). . 15.00 

Power and heat (interest on power plant equipment).. 83.33 

Power and heat (interest on main line shafting, etc.) 83.33 
yr eee 778.17 


Distribution of interest for one month at 5 
per cent on fixed assets. 


Maintenance of office building ...................-06- 9.49 
Maintenance of warehouse building .................. 1.64 
Maintenance of power plant building ............... : 2.20 
Maintenance of factory building ...................6- 20.84 
CRIES SE I ho 60 45 4 cnn s0 4s exec idiod 34.17 


Distribution of monthly charges to mainte- 
nance of land account. 


Maintenance of office building ................seeeee 2.50 
Maintenance of warehouse building ................. 1.00 
Maintenance of power plant building ................ 1.21 
Maintenance of factory building ..................... 6.67 
Shipping department (insurance on finished stock).. 1.00 
Power and heat (insurance on power plant equipment) 2.17 
Buying, receiving, etc. (insurance on material, supplies 

and GU0GR 80. GOR). 66xiccusacnecasis++seeeeee ee 1.33 
Machine shop (insurance on mchny. shop equipment) .67 
Maintenance of production centers (insurance on pro- 

Guctiodh GETS) ions a sanciwethsthecee cdo pee ewaawes 15.00 

Insurance premiums prepaid ................ 31.55 


One-twelfth of annual insurance premiums, 
including employer’s liability insurance, fidel- 
ity insurance, etc. 


Maintenance of office building ...................200- 5.00 
Reserve for repairs to office building ...... 5.00 


One-twelfth of estimated annual repairs to 
office building. 


Maintenance of warehouse building ................. 3.00 
Reserve for repairs to warehouse building ... 3.00 


One-twelfth of estimated annual repairs to 
warehouse building. 


Maintenance of power plant building............... ‘ 6.00 
Reserve for repairs to power plant building... 6.00 


One-twelfth of estimated annual repairs to 
power plant building and coal shed. 


Maintenance of factory building .................... 8.33 
Reserve for repairs to factory building....... 8.33 


One-twelfth of estimated annual repairs to 
factory building. 


Maintenance of production centers ..........-+0.+0-5 750.00 
Reserve for repairs to production centers eal 750.00 
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One-twelfth of estimated annual repairs to 
machinery and equipment used as production 
centers. 


I, 6 dp na nadia pe nepeenehbedbibeaenaes 
Reserve for repairs to power plant equipment 


One-twelfth of estimated annual repairs to 
power plant equipment (engine, boilers, etc.). 


nt cd ac cat anceddvatbnaneestsed heed 
Reserve for repairs to main line .......... 
One-twelfth of estimated annual repairs "to 
main line shafting, pulleys, hangers, belting, 
etc. 


IR rs. 05 ss eae e eae eunn ew awh aude 
Reserve for repairs to machine shop equipment. 


One-twelfth of estimated annual repairs to 
machinery and tools used in the machine shop. 


Maintenance of office building (2% per annum)...... 
Maintenance of warehouse building (2% per annum) 
Maintenance of power plant building (3% per annum) 
Maintenance of factory building (24% per annum).. 

Reserve for depreciation of buildings ........ 


Distribution of one-twelfth of estimated an- 
nual depreciation of buildings. 


Buying, receiving, warehousing and storing.......... 
ed ee Ne ae eae ee eae rik use was 
LEE SFO CTO ETE OO 
General administrative department .................. 

Maintenance of office building ............... 


Distribution of one-twelfth of estimated an- 
nual cost of maintaining office building. 


Buying, receiving, warehousing and storing ......... 
Maintenance of warehouse building ......... 


One-twelfth of estimated annual cost of main- 
taining warehouse building. 


POE CE so icenndidsvaccusseane se ecesccveseses 
Maintenance of power plant building ........ 


One-twelfth of estimated annual cost of 
maintaining power plant building. 


EO CCRT RT OT ARTE OF EOE 
EEE CNS FOR CE OTIC 
FEE ELE PEE TED 
ECE CONE Free noe er ere 
Buying, receiving, warehousing and storing .......... 
Maintenance of production centers ...............66. 

Maintenance of factory building ............ 


Distribution of one-twelfth of estimated an- 
nual cost of maintaining factory building. 


50.00 


16.67 


25.00 
10.00 
20.00 
83.33 


12.45 
37-35 


89 
49.80 


72.24 


400.00 





50.00 


16.67 


16.67 


138.33 


124.49 


48.73 


72.24 


353-84 


400.00 
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One-twelfth of estimated annual wages of 
engineer, firemen and helpers. 


Peer Gl DO 5 6c ivceccckabt tictatsavthetciueee as 120.00 
Fuel consumption ............. snemakcaloeies 120.00 
One-twelfth of estimated annual cost of fuel 
consumption, 
6 8 Se eee ne ee ne ee 64.83 
Machine SHOP ..0sccccccccccsecrcsvercccccessbeeseee 30.00 
Estimated manufacturing expenses ................-. 100.00 
Oil, waste and grease used .................. 194.83 


Distribution of one-twelfth of estimated an- 
nual cost of oil, waste, grease, etc., used. 


Fewer COG BG cicccecveescaccbnaecsdgsnkssdveseeun 2.50 
pk Pe err eT ee 2.50 


One-twelfth of estimated annual cost of re- 
moving ashes. 


Power aml Pl oc ccssinesedsnstacess5s Gees 83.33 
Reserve for depreciation of power plant equip. 83.33 


One-twelfth of estimated annual depreciation 
on engine, boilers, etc. 


Power 006 BOM 6 occccsccasce eo eseescees so sesccseccess 50.00 
Reserve for depreciation of main line shaft- 
WG, GR. scccdkawendicanenededeesss iseewenee 50.00 


One-twelfth of estimated annual depreciation 
on main line shafting, hangers, pulleys and 


belting. 
Machine shop (QOWES) a iseisdescesisesscecneeascses 40.00 
Manufacturing expenses (power) ..........eeeeeees 907.32 
fo TEE PUTO nl eee te RN 100.00 

Power ol Get .55cngiesixtan seis gi buveus 1,047.32 


Distribution of one-twelfth of estimated an- 
nual power and heating cost. 


Maintenance of centers (depreciation) ..... Js ceecceses 250.00 
Reserve for depreciation of production centers 250.00 


One-twelfth of estimated annual depreciation 
of machinery, etc., used as production centers. 


Estimated manufacturing expenses (main. of prod. 
CONTETS) 22. ccccccccscccccncccccccccsscscesescecces 1,463.80 
Maintenance of production centers .......... 1,463.80 


One-twelfth of estimated annual charges for 
maintaining production centers. 


Con v0.0 59 400 0etaseennee cnbsdserehaudaataad 60.00 
Wes GE WHEE... Kcccecctseriwmsstiaéss 60.00 
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One-twelfth of estimated annual wages of 
watchman. 


Estimated mfg. expenses (applicable to production 
SY  Sekssads én iebkadndbahebe meek hats ewoudeaeie 
Superintendence (superintendent’s office) ............ 
I A sans Satins hind 24 dew aha ieee nninne Kees 
Pay- rr eae 
ec cuca cceneSidccccbaphenceseneu 
cia Gata detewkdband eee avnd Naceees 
I a5. o's rae dig Sapiorgeainravxie aac 
i od ahaa & wwii nigh dliastapr SW Gs ec agbies ald 
Ne cit warn 5k a ma gik dle aaheeaitk emanate nen 
General administrative department .................. 
os Che seed eg a Glagiaia wade Sees 


Distribution of one-twelfth of estimated an- 
nual lighting cost. 


Estimated mfg. expenses (applicable to prod. centers) 
Superintendence (superintendent’s office) ............ 
eis aha deag End whdinnoeed scene eis 
he i acts asc within mln ka 6 sla mand 
i cei ae ds bd khdhe poi an aman ae ewes A 
PROGEIVENE, WATCROUSING, CFC. .o...ccccccvcccccccccces 
ERS Ee Pree ON ee 
ERE LE ALE A AOTP ELLE: 
General administrative department .................. 

CIDTR EE sein dante csdtnladadines SmeKonenhes es 


Distribution of one-twelfth of estimated an- 
nual heating cost. 


Superintendence (superintendent’s salary) ........... 
Superintendence (foremen’s salaries) ............... 
Superintendent’s and foremen’s salaries ..... 


One-twelfth of estimated annual salaries of 
superintendent and foremen. 


Superintendence (miscellaneous expenses) .......... 
Miscellaneous expenses of superintendence... 


One-twelfth of estimated annual miscellane- 
ous expenses of superintendence department. 


Superintendence (clerical help) ...................4. 
Pay-roll department (clerical help) ................. 
I I no eh ric icskekecccecare 


Distribution of one-twelfth of estimated an- 
nual wages of clerks in superintendent’s office 
and pay-roll department. 


Superintendence (office supplies) ................... 
Pay-roll department (office supplies ................. 
Shipping department (office supplies) ............... 
Organization (office supplies) .................e0005- 
Buying, receiving, etc. (office supplies) .............. 
Selling expenses (office supplies) ................008 
General administrative department (office supplies) .. 
EY WIE ac cnc cheedveebandéceredes 


500.00 
1,250.00 


8.33 


183.33 
191.67 


8.33 
20.83 
16.67 
29.17 
16.67 
20.83 
30.00 





58.67 


100.00 


142.50 
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Distribution of one-twelfth of estimated an- 
nual cost of office supplies used. 


Organization (depreciation of office equipment) ...... 
Buying, receiving, etc. (depreciation of office equip.) .. 
Superintendence (depreciation of office equipment)... 
Pay-roll department (depreciation of office equip.) ... 
Selling department (depreciation of office equipment) 
General administrative department (depreciation of 
Glice COURIIIIEE) oo osinacanosds sncnncdabeess eens 
Reserve for depreciation of office equipment.. 


Distribution of one-twelfth of estimated an- 
nual depreciation of office equipment. 


Estimated manufacturing expenses .................. 
GUPRITONED «= ctickdbiesss cenciidiadaai 


One-twelfth of estimated annual expenses of 
superintendence. 


Pay-roll department (miscellaneous expenses) ....... 
Miscellaneous expenses of pay-roll department 


One-twelfth of estimated annual miscellaneous 
expenses of pay-roll department. 


Shipping department (wages) ...............eseeees 
Shipping department wages .............. dae 


One-twelfth of estimated annual wages of 
shipping department employees. 


Shipping department (miscellaneous expenses)....... 
Miscellaneous shipping department expenses. . 


One-twelfth of estimated annual miscellaneous 
expenses of shipping department. 


Selling expenses (shipping department expenses)..... 
Shipping department .............esceeeeees 


One-twelfth of estimated annual expenses of 
the shipping department. 


Organization (wages of cost accounting staff)..... H 
Wages of cost accounting staff .............. 


One-twelfth of estimated annual salaries of 
cost accounting staff. 


Organization (pay-roll department expenses)........ 
oe ee, ee 


One-twelfth of estimated annual expenses of 
pay-roll department. 


Organization (proportion of officers’ salaries) ........ 
Selling department (salaries) ...........0..ceeeeeees 
General administrative department (salaries) Se eG ie 
Buying, receiving, etc. (salaries) ................005 

Gemeshl GENCE CHUTOED oo. onc ctcaasnectatesses 


9.17 
9.17 
6.00 
4.00 
15.00 


24.00 


1,977.01 


8.33 


283.33 


8.33 


392.89 


691.67 


67.34 


1,977.01 


8.33 


283.33 


8.33 


392.89 


249.24 


7,675.00 








The Journal of Accountancy 


Distribution of one-twelfth of estimated an- 
nual salaries of officers and employees in gen- 
eral office. 


Organization (miscellaneous expenses) .............. 8.33 
Miscellaneous organization expenses ......... 


One-twelfth of estimated annual miscellaneous 
organization expenses. 


Estimated mfg. expenses (organization expenses).... 1,559.93 
ee EES ee eee ae eee 


One-twelfth of estimated annual expenses of 
factory organization expenses. 


Buying, receiving, etc. ........ weeeseeseeccesccscece 116.67 
Receiving and warehousing department wages 


One-twelfth of estimated annual wages of re- 
ceiving and warehousing employees. 


er ree Peres 125.00 
Wages of storekeeper and assistants ......... 


One-twelfth of estimated annual wages of 
storekeeper and assistants. 


Buying, receiving, etc. .....esseceececccccccccccscers 100.00 
PE. 56556606050 RSRRESEs Reaes eee 


One-twelfth of estimated annual cost of in- 
ward hauling. 


Estimated manufacturing expenses ...............--. 986.96 
ST, DRUU I, aiccsidccds asec canis <i 


One-twelfth of estimated annual expenses of 
the purchasing, receiving, warehousing and 
storing departments. 


I RS A Ee rer 791.67 
Ne GN I iin. cigs. cca cncvcesescecees 


One-twelfth of estimated annual wages of ma- 
chine shop foreman, mechanics and helpers. 


DE ED: i... ins kenberemadscoeeehaubauieescbaaes 50.00 
Reserve for depreciation of machine shop 
BOR IE PCL ee 


One-twelfth of estimated annual depreciation 
on machine shop equipment. 


I TI ns nk eatin a ditt k ER eR sie weanineress'60« 8.33 
Miscellaneous machine shop expenses ........ 


One-twelfth of estimated annual machine shop 
miscellaneous expenses. 


Reserve for repairs to production centers ............ 550.63 
BE TD hsinbb ccs cccnscsesscowsecvovscs 





8.33 


1,559.93 


116.67 


100.00 


791.67 


50.00 


8.33 


550.63 
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One-twelfth of the proportion of estimated 
annual expenses of the machine shop which 
it is considered will be absorbed in repair 
work executed by that department. It is esti- 
mated that the balance of machine shop ex- 
penses will be absorbed by new work, such as 
the building of new machines, etc. Of course 
machine shop expenses do not include repair 
parts and purchased materials used in making 
repairs or building new machines. They 
cover only labor and manufacturing expenses 
of the machine shop. 


New work—machine shop ..... Kies enedee ese 500.00 
PD, ie kv bg 0 ho dcbccdengedsteoe ants 500.00 


One-twelfth of that proportion of the esti- 
mated annual expenses of the machine shop 
which it is considered will be absorbed by new 
work executed by the machine shop, such as 
the building of new machines, etc. 


Maintenance of workmen’s cottages ...............+. 140.00 
Reserve for depreciation of workmen’s cot- 
eae 404504 babu Geena 140.00 


One-twelfth of estimated annual depreciation 
of workmen’s cottages, based upon 5% per 
annum computed on the cost. 


Maintenance of workmen’s cottages ..........-...+-. 2.20 
Insurance premiums prepaid ................ 2.20 


One-twelfth of insurance premiums on policies 
covering workmen’s cottages. 


Maintenance of workmen’s cottages ........ scbubechs 16.00 
ALCHNRE TAME 6. occcesccnsss ‘enkee aston 16.00 


One-twelfth of estimated annual taxes on 
workmen’s cottages and accompanying plots 
of land. 


Maintenance of workmen’s cottages ............++.+- 170.83 
Interest on capital ........ MER SE a ee be: 170.83 


Interest for one month at 5% on cost of work- 
men’s cottages and plots. 
Maintenance of workmen’s cottages ...........++.++- 40.00 
Reserve for repairs to workmen’s cottages... 40.00 


One-twelfth of estimated annual _ repair 
charges to workmen’s cottages. 


REI, 56 058008:40 cide cbectatnaséeanbabens 6,213.55 
Manufacturing expenses ..............2e0e0- 6,213.55 


Distribution of that part of the estimated 
manufacturing expenses for April which is 


chargeable to the active production orders on 
the basis of the number of hours worked by 
each production order, 


aS ons cic S5 Aiden: séikccnsennsccenee 2,555.01 
Manufacturing expenses icine tlcizaidlie tae anlar 835.47 
BME CUE i civ k cksacxnpinadignsccuen eae 1,719.54 
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Distribution of that portion of the estimated 
manufacturing expenses for April left undis- 
tributed after charging to each active produc- 
tion order its proportion of normal manufac- 
turing expenses, determined by multiplying 
the number of hours worked by each produc- 
tion center by the rate per hour of manufac- 
turing expenses chargeable to that production 
center, and also to distribute the lost time over 
the active production orders. This distribu- 
tion is done by means of employing a “supple- 
mentary rate.” 


I sees Js cdoeea caer pvosdaeeaeae 31,852.00 
hacia ch, de bla gral high a Rtn aN Wk ore eee woe 1,719.54 
i SR (os. . Ries ene srwee bees wensieesasba 388.00 
a a a Sade ss WiSa'alw alee 60.00 
Superintendent’s and foremen’s salaries .............. 1,685.00 
Se errr rere PiAee watts 358.00 
Shipping department wages ..... Pvepetesdenssnlss des 275.00 
Wages of cost accounting staff .................2000- 691.67 
a ck cda paneelnawawer 7,075.00 
Receiving and warehousing wages ................4-- 108.00 
Wages of storekeeper and assistants ................. 97.53 
TE cc ck Cicecsenlesksiinsdacanewes 604.20 
oe Eee Ga CRSadC heed sas eh eGbben he 


Monthly distribution of the cost of personal 
services purchased during April, as per analy- 
sis of time cards, etc. 


Or es x dia achin bial es wR RS 36,416.00 
I ih ak ek de eta ek a ol eh 


Cost of raw materials used during April. 


Reserve for repairs to production centers ............ 217.62 

Reserve for repairs to power plant equipment ........ 31.48 

Peewee GOe CRITe OW MIE TRE on ons cerscccncsancess 164.00 

Reserve for repairs to machine shop equipment....... 108. 
Factory supplies and repair parts ............ 


Cost of repair parts used during April. 


ree ee ae (anno 189.52 
Se Se MIND 0 ccicinwaae sictncdeencsie 


Cost of oil, waste and grease used during 
April. 

Re ie oc icon, ies Gls cay ipomik iis Bre 114.50 
RS Ee eee ee ea epee 


Cost of fuel used during April per engineer’s 
reports of fuel consumed. 


Office supplies used ................. R—autinbeows sade 127.80 
DME sc iverdcsedereussaude datide be « 


Cost of office supplies used during April per 
requisitions on stores. 


Production machinery and equipment ................ 750.00 
New work—machine shop .................. 





45,514.00 


36,416.00 


521.10 


189.52 


114.50 


127.80 
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Cost of two new machines constructed by the 
machine shop to be used in the factory as 
production centers. Both these machines were 
completed in April. 


Interest on notes receivable .......... ee eececcccceees 
Interest accrued on notes receivable ......... 


To adjust latter account to agree with the 
amount of interest accrued on notes receiv- 
able on hand as of 4/1/13: 


Balance of account as of 3/31/13...... $116.00 
Amount accrued as of 4/30/13 ........ 87.50 
Diferenee: G8 ABOVE ccc cadsecscccscice $ 28.50 





Interest on notes payable ............... 0 eee eeee eens 
Interest prepaid on notes discounted ......... 


To adjust latter account to agree with the 
amount of interest prepaid on notes payable 
discounted as of 4/30/13: 


Balance of account, 3/31/13 ........... 7.00 
Amount prepaid, 4/30/13 ............. 592.00 
DUBCPOROE OS: BROVE occsscccciescsnecs $375.00 


Interest on mortgages payable ...................06. 
Interest accrued on mortgages payable ...... 


Interest at 52% for month of April on mort- 
gages outstanding. 


ee a a eet eee reer ee 
Working capital donated .................6. 


Net proceeds received from sale of 432 shares 
of treasury stock. The above amount was 
credited to treasury stock account when re- 
ceived. 


TS Penbetr Mi BS os so ois sive c nda scriasseerieee 
pk ee rey 


To take out of the above nominal accounts 
the 432 shares of treasury stock which have 
been sold, the net proceeds from their sale 
having been credited to working capital do- 
nated account, as per the preceding entry. 
This leaves 68 shares in the treasury. 


Pe ONE in wing kK vae rd dae en ieea ene 
Ie Ee eS eee eee? 


Cost of goods finished during April trans- 
ferred to finished goods account. 


Coth C6 Se BI on 0.csuen cass eeusuk eines eeueaees 
UN GN io its ccciacone ube vandeneeness 


Cost of goods sold during April transferred 
from finished goods account to cost of goods 
sold account. 

195 


28.50 


375-00 


229.17 


32,400.00 


43,200.00 


77,428.00 


61,521.00 


28.50 


229.17 


32,400.00 


43,200.00 


428.00 


“NI 
N 


61,521.00 
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Pa 
Tames $6.25/Mowthly Dietrit's. $54.17 Spece - Office Bidg- $57.35 \mtg. Expenece #1 669.93 
Bee. tor ane Int. om Squip. 9.00 
tus. en Capi Satonmnn 40. 00 
Bu Light 6-00 
fei feat 210-00 
Office - 29.17 
» ” SUILDINO. Pay Roll Dept. 249 24 
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> bg I i 4 . . . he 
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“2 ——” i ( ima 
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faxes Met. ena Sup. 7-17 
Ins. on Mat. ant 2-39 
ort tet 
orts ies 
beprs of bit: Squip- lr 
- em Off. Equip. e-17 
Galarice - Buy. Dept “0 
Ree. and Ware. Wagve 116-67 
Vegee of Storekeeper -0° 
Hauling uward c 
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MAIETTEsIgs OF PRODUCTION cADTERS eee 
Texos $46. 00/ittg. Expenses #1 463.80 
Incurenoe 5. 00 
Repsire 760.00 
Teterest 200. 00 
= 202. 80 
Deprectsticn : 
cis: 8e err 
MASP Po _SIPSUSES 
$907.32 |Distributios $6 213 55 
34. 00| Sup. Rate 636 AY 
00 
ECE | 
| 
| 
| 
BUILDINGS 
= 
Balance $69,000.00] 
PAY ROLL DEPARTMENT RESERVE POR DEPRECIATION OF BUILDINGS 
Space - Pactery Bldg. $10.24 \Organtsaticn $249.26 ates $8 300.00 
Lignt 1.00 Sunér ice 18-8 
Beet 4.00 “ 
Clerk fire 291.67 
Office yoy? 20.88 PRODUCTION MACTIVSRY ABD EQUI PURE? 
7. of Off. Bquip. 4.004 presauepe 
is « om Off. Bquip. 9.17 Balance $48 ,000..00 
ne. ad Bes torr . 79-00 
ey mii _ a irvnre 


RSSSBVS POR DEPRECLsTICN OF PRODUCTION CENTERS 
SEIPPIBG DSPARTUrY? ——— —— 





Belance $12,740.00 
Taxes on Pin. Goots in. of Centers 260.90 
ine. ob Fin. Goode ~~ Fee 
Space - Pectory Bldg. 

POWER PIAUT RATEIETNT ABD EQUI PMRET 

Office Supplies Sal ance $20,000.00) 
Riso. Brpenses » 
——s | RESERVE POR DEFESOLATION OF P. P. MAORINERY ABD SQULPMRET | 





{Bal anoe #4 362.00 
‘as ao¢ deet . .8-F 
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(@) 





MAID LIES SEAPTING, EANORRS, BELTIBO, ETC. 
Belence $20 , 000. 00 


RAD MATERIALS 





Belence give $286 000.00 [ptetr: vation 


$36 416.00 








RESERVE POR IRPRECLATICN OF MAIS LIME 




















Balenes $5,000.00 
Pour & ané Best 9-90 
___MAONIEE SEOP MACHINERY AED EQUIPuENT eee 
Balance $28 000.00 
RESERVE POR DSPR. GP MACKINE SHCP MACHINERY ABD SQUIPUSET 
‘Balance $2,196.00 
é |iischine Shep , 80-00 
\ 
——————— Ell Ssshaaateiaiiaacea 
B paiexce $2,600.00 | 
iq t 
h}___ 5s eons a 
+ Belance $76.74 prot wehy $750.00 
Mo. e Shep OC. 001 
Ni oor a % 
4 
SS OE 
if Balance 98 060 00 | 
__ RESERVE PCR DEPRECIATION OF OPPICE BQUIPURES 
Balance $8,462.00 
Suntries 67.36 
\ 
SS 
5 Belence #78 .000..c0 | 
i IFCOME- PRODUCING REAL ESTsTE 
Balance $42 , 000.00 | 


RESEPVE POR DEPRECIsTiOW OF WORENES’S CoTTAcTS 
T 





[Pelance $7,200. 00 
Mein.of fork. Cot 1349-00 


TREASUFT STCCR 


OLL, WASTE, GREASE. ETc 


}-—____-_-— a a a 


Balance poe ree Consumption $114.50 











Selance “6 One coo. © £0. Used $ies.se 
PaCTORY SUPPLIES AND REPAIN PARTS 
Balance saeop $3,762. co fpsetriveti cn $621.10 
_AETEREST 
Balance y= 9967.00 Po séjust $878.00 


fp 
Palance <4) $367.00} Sundries $21.86 
Vorkmen's Cottages ~ Aen 




















” $27,600.00 |sale ef 432 fh. $43,200.00 
+00) 


Lelance 
Bet Pre.438 Sh, & ,400 


TRAAS “WY STOCE DOBATED 


—— OPPICR SUPPLIES 

Balance o $809.00 ore. Supp. Deed frzr.20 
— PATABLE 
¥ patance $80,000.00 
— $42,000.00 
eS 
ence 076,000.00 
___INTIREST sccroED @ warosom ratusie _| 

ence se. 58 
Int. for 1 se. 29.47 

by ACCRUED 
Balance $710.28 
Supériee “6 
Sorksen's Cottages 34-2 





Pay POLL 











i Sele of 432 Sb. O45 10.00 ananee 4=s+ $60,000.00 


Case 


$30,000.00 pietrie'e, 


POWER PissT ¥aGRS 


ree $48,624.00 








Balance $12 062.00) 


ACCOUSTS RECEIVABLE 
—— a 


” 
‘ 


t Balance $166 .636.00 





POTES PMORIVARLE 


Pay Rel 899.00 


FACTORY CLERE EIRE 





Balance O26 284.00) 


ee RECEIVABLE DISOCUETED | 
5 ppasence 28,416.00 











| Saience ne $116.00 te a4 juct $20.60 
, PINICEED 9o0Ds 
Balance #162 , 000. ere of Seles 962 .622.00 
fe. mo 99488 
BAFUPACTURIBG 
| Balavce $77,627. co |via. Covee $77 4208.00 
Later Bl 862.00 
Rew Meterials 36 416.00 
fe. Expenses - 6 213.55 
Rtg. Bxp. ome 4. 2. 2.665.) 








Poy‘tela “ fesse a 


a amen 
Pay Rell $276.00 ance $e2-s0 
ipping Dept. Jew bes. 39 


a SAGES OP COST ACCOUNTING Star? 


Pelence Sp and fest $420.00 
ie. 














Balance $226.00 Presetsarice oeo1.67 
Pey Bell + qe2-¢9 
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— OOO 7. _ ee (a) 
02088 OF STODRKTEPER amD aserTeTaRTs ) 7 
. —, wieptatinmemannannends ise — — 
Gutanee eas .ceie pee. te = 8 t Power and Beat $200. 00} Dietrt dott $100.00 
a MacHIER SBOP Paces ‘{_— ___ MESORLLABROUS EIPEESES OP SUPERIFTERDERCE 
= Ls s ‘i — i —— 
" . m o Balance 14.28 
az te $04.86 Belense Te oe , i I Super iotendence * 4-8 
: H 
AESENTE POR CPE? OF GRovEDS § || _____SScRLbasuus AXPEBSES © 
- = ae —__—4 
iain ens.00 i if Sarance 22-44] ry Rolf Dept. $8.33 
Wein of Grea 10.42 ff i 
i |_MESCSLLABBOUS EXPEBSES OF SHIPPING DEPART 
" PRESERVE POR REPAIRS TO OFPIC + ‘ 5 |, Balance $29.60] Shipping Devt. 
Balanes rs.co 
ee ee ee __NISOELLANBOUS ORGABISATICS SXPEBSES 
a Balance 6.00 
: RRzParRs to SsRTE TSE BC —— i] Organisation a 
t — ) Pe 
4 Balance * ” 
4 ae a __ MISCELLANSOUS_EXPESSES OF MAORINS SHOP 
; } 
ance 7. 
+ MBSEPTE POR REPAIRS TO POWER PLAFY BUILDIBG __J i jason shop bate 
[ Salence 627 OCOlmain of P P i $6 O° 
M ' = eee Ul Ae 
- - ABAgEYE POR EEPAIRG Yo PacTORT worTIsG " $276 487.00 
Balance $18.00 : AF-S 
4 Mair of Fee Dlée 6.38 i 
; Bi SALES 
- ESSERYE POR NBPArPs To PRODUCTION CARTERS i Balance $402 416.00 
| Meckine shop 9656.63 Balance ; 
| Repsir Parte £17 68/ Prog Mohy & Bq SELLING RXPEysss 
Py f ee 
7. 
GATE POR REPAIRS TO POWER PLANT SoUIPMErT Space = Off. Bite. es 
Tut. op Bqut 6. 00 
° $ee. 0| Power and heat 960.00 " Light ae 5.00 
{ pair Parte 31-49 Seat 6.00 
| ! 20.83 
. a 18.00) 
| CREE POR REPAr oe 392.09) 
. 00 
f @ereir Parte $164 | Balance #21. 00 
Pe and Meat 16.67 
1 ’ __QummaL acmrnisrearrve exesss | 
A__SESSRVE POR PEPATRS TO MACTIVE seo? SqULPHEET Balance $16,437.00] 
8 - Off. . 9.80 
| Sepetr Parte $208.08) Seance $2.14 tt? — 22.00] 
1 Macbine Shop y } Int. om Bquip. 18.00 
q . ) |) bagnt 8.00 
, beat 00 
f RESERTS POR REPAIRS TO WOREMER'S COPTACES it |) ottice suppiies eal 
i | |, Depr. of Off. Bqutp. 24.00} 
t oo a fork. Cott | |) salartes 4,875.90 
} mi 
Lost time es —*_ EEE —TBTERSS?_OS POTTS Lf 
8 - 00} 
i ey °o #2 TLe.S4\urg Sup. Rete 1.719.648 | a. Accrued bah 4 
= - ___JBTEREST OB WORTOACES PaTapLE 
; $500 . 000.0 $667.50) 
M4 229.19) 
—z >= SURPLUS nf 
ee EE ————— 
Balance $178 058.52 i _IETERESE 08 BVESS RRCBIVABLR 
|) Il internet acorues $23.60 | Balance sates 9158-60 
—__m cosmerrs Ht : 
t Balance €52.00) Power ané Beat fizc oo | a ___IECOME FROM SAL OF WASTE eed 
5 Pest Used 114-60 1 i Balance $76.40 
’ F . 
‘ ORL, PASTE AMD GRAASS CSED 
vee $189.52 | Balance ‘ 
Sundries 
QUPTCR SUPPLIES USED ——— 
Balance $26.24, Sunér $i42.50 | 
Office Susplics 127.89 4 
‘| [COME PROM WOREMEE'S COTTAGES 
PORES "© COTFACES 
ripe oem — | Balance $960.90 
| Selance $2.97 | | 
Fever end Sect 8-9 | IBTERES? OB CaPItaL 
SALING [5CARD } 
: ss : 
Balance $62.85) Buy. Pee. eta $200.00 
| 
VOREING CAPITAL DONATED 
Ligarize T 
os col sistesvet > gee.er | |fet Pro. 432 sh. $32,400.00 
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ABO _MANUPACTURING COMPANY 
TRIAL BALANCE APRIL 50, 1915 APTER ALL MOBTHLY ENTRIRS ARE POSTED. 
Land $4 200/00 
Buildings 69 ,000/ 00 
Reserve for Depreciation of Buildings $6,456 /35 
Production Machinery and pe ig pment 48, 750/00 
Reserve for Depreciation of Proéuction Centers 12 990/00 
Power Plant Machinery and Bquipment 20 ,000/ 00 
ag == ciation of P. P. Mohy. and Bquip. 4445/38 
Main Line Shafting, Hangers, emg etc. 20,000] 00 
Reserve for Depreciation of Main Line 6 ,050/00 
Machine Shop wg y Le: Equipment 18 ,000/00 
Reserve for Depr. of hine Shop Mohy-. apd Equip. 2,246/00 
Small Toole 2,650} 00 
Hew Work - Machine Shop (machines in ocnstruction) 468/74 
Office SS 6 ,080/ 00 
Reserve for Depreciation of Office Equipment 3,529/34 
Good Will 75 ,000/00 
Income-Producing Real Estate: 
Lané “ & ,000] 00 
Workmen's Cottages 36 ,000/ 00 
Reserve for ee ion of Workmen's Cottages 7,340 004 
Treasury Stoo 6 ,800/00 { 
Treasury Steck Donated (500 Shares of Common) 6,800) 00 | 
Cash 13,662 | 00 
Accounts Receivable . 00 i 
Notes Receivable 26 ,254/00 it 
Motes Receivable Discounted 18 415/00) 
Interest Accrued on Hotes Receivable 87/60 i 
Pinished Goods 166 ,907/| 00 } 
Manufecturing (Goods in Process) 77,235 | 56 | 
Rew Materisls 199,684 00 | 
Puel 311/50 
Oil, Waste, Grease, etc. 196 |48 
Pectory Supplies and Repair Parts 8240/90 
Interest Prepaid on Hotes } ees 692/00 
Insurance + tae Prepai 323/25 
Office Suppl 461/20 
Mortgages Payebie (5 1/28) 60 ,000/00 
dccounts Payable 42 ,000) 00 
Hotes Payable (Discounted at Bank) 75 ,000/ 00 
Interest Acorued on Mortgages Payable 687 | 650 | 
Taxes Accrued 947/04 | 
Pay Roll 7,614) 00! 
Power Plant Wages 36/00 y 
Superintendent's and Poremen's Seleries 153} 00 
Peotory Clerk Hire 16/00 
Shipping Department Wages 35/83 
Wages of Cost Accounting Steff 116/90 
General Office Salaries 72/00 
Receiving and Warehousing Wages 31/33 
Vages of Storekeeper and Assistants 14/97 
| Maohi ne Shop Fages 269/61 
\Roserve for Upkeep of Ground 37\22 
Repeire to Office Building 20/00 
7 ® Warehouse Building 12/00 
| . ° on * Power Plant Build: 21/00 
' . od 2 " Pactory Building 23/33 
Hy “3 - ° " Production Centers 791176 
\) a pei " Power Plant Bqui 79/48 
: ps ° " Mein Line 116/33 
| 7 9 4 " Machine Shop Bquipment 69/19 
j ° ° " Workmen's Cottages/ 113} 00 
Capital Stock 600 ,000/ 00 
|Surplus 176 ,033 | 62 
|Puel Conguzption 26/60 
/O1l, Waste and Grease Used 33/91 
|Office Suppldes Used 11/54 
| Moving — 4 ae 47 
| Heuling mwer 
Lighting 15 HM 
if Kiscelleneous Bxrpenses of Supertepentense 22/56 
i) pe Pay R oll 3/11 
S e " Shipping jm 11/17}. 
* ° " Organization 33/88 
° e " Machine Shop 26/33 
Cost of Goods Sold 338 ,006] 00 
eles 401 ,416/ 00 
Selling Axpenses 2B.648 11 
General Administrative Expenses 280 ,977/|80 
Interest on Hotes Payable 1,360/00 
" Mortgages Payable "916] 67 
. " Botes Receivable 126/10 
Income from Sale of Waste 76/40 
Maintenance of Workmen's Cottages 1,476)12 
jincome from Workmen's Cottages 960/00 
| Interest on Gapitar ,796| 00 
| forking Capital Doneted 32, *400] 00 
[$2,363 654 48 $1 563 8654/48 
i 
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ABC MANUPACTURING 
EXHIBIT 
BALANCE SHEET 
ASSETS 
PIXED ASSETS- 
Land $4 ,200/ 00 
sushetnge $69,000.00 
Resorve for Depreciation 8,438.33 60 ,561/67 
Production Machinery and Equipment 48,750.00 
Someve for Depreciation 12,290.00 | 35,760/00 
Power Plant Machinery and Equipment 20,000.00 
, for Depreciation 4.445.353 15 ,554|67 
Main Line Shafting, Hangers, etc. 20,000.00 | 
= for Depreciation —6.060,.00 ! 14 ,950/00 
Machine Shop Machinery and Equipment 12,000.00 
“Reoseve Sev Depreciation EMC 9,754 | 00 
Machines in course of Construction i 468/74 
Small Tools j 2650/00 
Cffice Equipment 6,080.00 
Less: 
Reserve for Depreciation 23.529.34 4.550! 66 | $148 449/74 
GOOD WILL 75 ,000 |00 
| rycomNG-PRODUCING REAL ESTATE: 
Land 5,000) 00 
Workmen's Cottages 36,000. 00 
Less: 
Reserve for Depreciation 7,340.00 28 ,660/ 00 33 ,660/00 
CURRENT ASSETS: 
Cesh | 13,862|00 
Accounts Receivable 184,638) 00 
Notes Receivable 7,839) 00 
Interest Accrued on Notes Receivable 87/50 
Inventories: 
Pinished Coods 166,907,090 
Goods in Process 77,235.56 
Raw Matorials pt 443726156 650,353 |06 
DEPERRSD CHARGES - 5,753 |98 
$913 216 |78 











NOTE: 


Of the 500 shares of Treasury Stock donated for the purpose of reising 
edditional Working Capital, 68 sheres remain in the Treasury, 432 shares 


heving been sold at $75 per share, 


Uneold shares not carried as an asset. 
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—SOMPAEE. 
b zs Y 
APRIL 20.2918, 





LIABILITIES AMD NBR WORTH 
PIXED LIABILITIES: 
Mortgage Payable (6 1/2%) $60,000] 00 
CURREBT LIABILITIES: 
Accounts Paysdle $42 ,000 
Hotes Payable 75.000/00 
ACORUED ITEMS: 
Taxes 9947.04 
Pay Roll 7,514.00 
Interest on Mortgage Payable 887.50 _] 9.146166 | 126,148 
DEFERRED CREDITS 1,644 
7 TOTAL LIABILITIES 177,793 
CAPITAL STOCK: 





issued and outstanding 600 ,000] 00 
CAPITAL SURPLUS: 
Proceeds sale of 432 shares of Treasury 


Stock at $75 per share 32 ,400/ 00 
USDIVIDED SURPLUS: 
Seen Meroh 31, 19135 191,705 43 
F Bet Profit for the month of April (see Exhibit B) 11,317 208 , 028/32 
































‘ Aors sieiva 





There is s contingent liability of $18,415 on Notes Receivadlé Diseoimted. 











The Journal of Accountancy 
































ABO _MANUPACTORING COMPANY () 
KXEIBIT B 
- OP 
GROSS SALES (no returns) $80,000 00 
Deduct: 
COST OF GOODS SOLD: 
Pinished Goods on Hand Maroh 31, 1913 $151,000.00 
Cost of Goods Pinished during April 77,428.00 | $228 428 |00 
Viniehed Goods on Hand April 30, 1913 907 61 ,521 |00 
GROSS PROFIT O8 SALES 18,479 |00 
Deduct: 
3G EXPENSES: 
Proportion of cost of maintaining ané 
— Real Estate based upon the 
space —_— by the Selling ; * nin 
Proportion of estimated cost of Heating 
applicable to Selling artment 6.00 
Proportion of cost of Lighting 
applicable to Selling Depertment 3.00 
Maintenance of Office Equipment: 
ee 15.00 
rest __ 8:00 20.00 
ofties : Supplies 20.83 
Selaries 2,350.00 | 2 424/72 
SHIPPING DEPARTMENT EXPENSES: 
cportion of cost of maintaining and 
cerrying Real Betete based upon the 
spece utilised by the Shipping De- 
partment 66.56 
Proportion of estimated cost of Heating 
—a A ra a 10.00 
oportion cost o 
applicable to Shi —_ 3.00 
Insurance on Piniehe 1-00 
Taxes on Finished 4.00 
Office Supplies 16.67 
Salaries 283.33 
Miscellaneous Items 392/69 
GENERAL ADMINISTRATIVE EXPENSES: 
Proportion of cost of maintaining and 
carrying Real Estate based upon the 
epace utilised by the General Admin- 
istrative Department 49.80 
Proportion of estimated cost of Heating 
epplicable to General Administrative 
Department 15.00 
Pr ion of cost of ~~ applic- 
— 8.00 
Meintenance of Office Equipment: 
Depreciation 24.00 
Interest 15.00 39.00 
Office Supplies 30.00 
Salaries 4,375.00 
Federal andi Corporation Taxes 4,540 |80 
TOTAL OPERATING EXPENSES 7,358 |4) | 
rk PROFIT FROM OPERATIONS 11,120 /59 
, — on Capitel 949/00 
Deduct: 
Interest. on eaee 229.17 
Interest on Notes 375.00 
Interest on Notes Seeahvente Discounted 286.50 
Het Loss on Yorkmen's Cottages: 
Meintenance Charges 9.03 
Lees - Gross Income 250.00 119,03 751|70 197/30 
[NET PROFIT (see Exhibit A) $11,317 /89 | 








202 








| 
| 





A Problem in the Distribution of Expense Burden 


ABC MANUPACTURING COMPANY 
EXBIBIT - SCHEDULE 1 


CONDENSED STATEMENT OF PRODUCTION COSTS POR THE MONTH OF APRIL, 1913. 











RAW MATERIALS USED 
PRODUCTIVE LABOR 
EXPEBSE BURDEN: 


Proportion of cost of maintaining and 
carrying Real Estate, based on floor 
space utilised by Production Centers 


Maintenance of Production Centers: 

Taxes $46. 
Insurance 15 
Repairs 750. 
Depreciation 250. 
Interest ~200.00 


Proportion of power cost applicable 
so Production Centers 


Oil, Waste and Grease used by 
Production Centers 


Proportion of estimated cost of Heating 
applicable to Production Centers 


Proportion of cost of Lighti 
applicable to Production Centers 


Indirect Services: 

. Receiving, Warehousing, etc. 986.96 
Superintendence 1,977.01 
Organization 1,569.93 


Total Expense Burden - of which 88.15% 

is charged to Production Orders to cover. 
the services rendered by Production Centers, 
and 11.85% to cower the lost time of 
Production Centers 


Lost Time of Operatives 


TOTAL PRODUCTION FACTORS FOR APRIL 
Ada: 
DIFFERENCE OF INVENTORIES: 
Goods in Process March 31st 
Goods in Process April 30th 


{COST OF GOODS FINISHED DURING APRIL (see Exhibit B) 








1,261 


100 


4,623 


8 $8 &$ & 8 


lose 416 





6,213 


77 627 











203 


47} 7,049 


1,719 


loo 


02 
54 





77 ,036 


391 








77 ,428 
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ANSWERS REQUIRED 


(f) 1st. Such balances may be carried forward from month 
to month, in which case the debit balances should be shown on 
the monthly balance sheet under deferred charges and the credit 
balances under deferred credits. They may be disposed of at 
the close of the fiscal year as follows: Some of these balances 
apply to shipping, selling and general administrative expenses, 
as well as to expense burden. Ascertain the proportion of each 
balance which applies to one or more of the non-manu facturing 
departments and transfer such portions to the shipping, selling 
or general administrative expenses, as the case may be, by means 
of a journal entry. The adjusted balances together with those 
which apply to the manufacturing department only may be trans- 
ferred to adjustment of estimated manufacturing expenses ac- 
count, the balance of which should be closed into profit and loss. 
This balance may be merged with the manufacturing expenses 
when compiling a yearly statement of production costs. 2nd. 
In case of overtime the excess charges resulting therefrom, as 
disclosed by such operating accounts as are affected by over- 
time, should be transferred to overtime of production centers 
account. The next step is to transfer to the non-manufacturing 
expense accounts (shipping, selling and general administrative), 
their proportions of the balances which involve such accounts. 
The adjusted balances, together with the balances which apply 
exclusively to manufacturing, may be distributed over the pro- 
duction orders according to the “supplementary rate” method. 

(g) It would show a credit balance unless certain production 
centers were operated less than their normal working time to 
an extent sufficient to offset the overtime worked by other cen- 
ters. If no centers were operated less than their estimated 
normal running time during a month but if some or all of them 
were operated more than their estimated normal running time, 
the estimated manufacturing expenses account would show a 
credit balance, unless an overtime rate for each center is estab- 
lished and an overtime of production centers account kept. It 
could be disposed of in two ways: Ist. It could be transferred 
to adjustment of estimated expenses account and shown in the 
monthly balance sheet under deferred credits, especially if it 
did not amount to very much. 2nd. Determine the cost of 
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working centers overtime. The aggregate cost should be con- 
siderably less than the credit balance referred to, thus showing 
that too much has been charged to production orders to cover 
overtime of centers. Deduct the aggregate cost from the credit 
balance and distribute the difference negatively over the active 
production orders by means of the supplementary rate. Make 
a journal entry debiting estimated manufacturing expenses ac- 
count with an amount equal to its credit balance, crediting manu- 
facturing with the difference referred to (1. e., the excess amount 
charged to production orders to cover overtime of centers), and 
crediting the proper operating accounts with the extra amount 
charged to them on account of working centers overtime. 

(h) Ordinarily the total number of hours charged to produc- 
tion orders to cover the direct services of operatives during a 
month would not agree with the hours charged to production 
orders to cover the time of production centers during the same 
month. If one operative tends six automatic machines the six 
machines may work fifty-four hours while he works nine. On 
the other hand, six operatives may be engaged in assembling and 
fitting, and the floor space allotted to this class of work consti- 
tutes a production center. In such a case the center might be 
operated nine hours while the operatives engaged in that pro- 
duction center were working an aggregate of fifty-four hours. 
Again, an operative might devote 20 per cent of his time to mak- 
ing ready and cleaning up, thus the center he operated would 
work 80 per cent of his working time. 

Several operatives might be engaged in working one produc- 
tion center; e.g., several men might be engaged in mixing in- 
gredients for which a particular space or vat is provided, or 
several men might be engaged in feeding to and taking away from 
a center, or several men might be engaged in tapping an open 
hearth and pouring the ingots—two centers being involved, etc. 

(t) $3.52. 

(j) By means of an entry charging manufacturing and credit- 
ing estimated manufacturing expenses. This entry consists of 
the total amount of charges to all active production orders to 
cover services of production centers during the month. 

(k) $2.04. 

(4) $3.59. 

(m) $4.43. 
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(n) $2.30. 

(0) Cost of goods in process. 

Yes. 

Its underlying record is the cost ledger. After all sheets or 
cards marked “finished” are transferred to the finished goods 
binder or section the remaining sheets or cards should show 
by their balances the cost of goods in process. A trial 
balance compiled from the cost ledger should agree with the 
balance of the manufacturing account. 

(p) If the time worked by production centers conforms to 
the time worked by their operatives then the detail time records 
of operators will show hours worked by production centers. In 
some cases it will be necessary to secure the working time of 
production centers on each production order by means of a time 
ticket used exclusively for production centers, separate time 
tickets being kept for operators. In either case, however, the 
detail time records may be filed according to the names or num- 
bers of operatives, or the numbers of production centers in case 
a separate detail time ticket is kept for each production center. 
At the end of the month the time tickets of each operative or 
production center, as the case may be, are totaled. The aggre- 
gate of these totals will show the total hours worked by produc- 
tion centers during a month—individual totals showing the time 
worked by each production center. 

The hours worked by each operative may be determined from 
the pay-roll book which is a summary of the time-clock tickets 
used for showing the time of arrival and departure of each 
employee. The same information may also be ascertained from 
the detail time tickets of each operative, which should show an 
analysis of his time as explained heretofore. These detail time 
tickets should be filed according to the name or number of each 
operative, the totals being run off on the adding machine at the 
close of each month or more frequently if desired. 

The additions to power plant building may be determined 
by referring to the buildings account in the general ledger and 
thence back to the proper book of original entry. If any item 
of additions to buildings includes services rendered by employees 
the debit for such services may be found in the entry distributing 
the pay-roll at the end of the month, and the details of such 
charges may be determined by referring to the sheet or card in 
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the cost ledger kept with the standing shop order number as- 
signed to “additions to power plant building.” 

Cost of repairs to production centers may be ascertained by 
reference to the general ledger account headed “reserve for re- 
pairs to production centers.” Repair work done by outsiders will 
be charged through the purchase record to reserve for repairs to 
production centers, and repair parts used will be charged in the 
entry which distributes the cost of repair parts used as deter- 
mined from an analysis of requisitions on the storekeeper for 
repair parts. Repair work executed by employees will be charged 
through the entry which distributes pay-roll at the end of the 
month. Details of such charges will be found on the cost sheet 
or card kept with the standing shop order number assigned to 
repairs to production centers. 

The cost of lost time will be shown on the debit side of lost 
time account in the general ledger as at the close of the month. 
This debit comes from the entry which distributes pay-roll at 
the close of the month. Details of lost time will be found by 
referring to the sheet or card kept with the standing shop order 
number assigned to lost time, and thence back to the employees’ 
time records or to the analysis of lost time, if one is kept. 

The cost of direct labor chargeable to the different production 
orders and standing shop orders may be found in the monthly 
entry which distributes pay-roll. The details will be found by 
referring to the active production orders and standing shop 
orders and thence back to the weekly or monthly summary sheets 
which are made up from the detail time records of operatives, 
which show the amount of time devoted by each operative 
to each active production order and each standing shop order. 
Of course, the original record for the time of operatives is 
represented by the time tickets. 

The cost of raw materials used may be determined from the 
credit side of raw materials account, and also from the monthly 
entry which transfers the cost of raw materials used to manu- 
facturing account. The details will be found by reference to the 
cost sheets or cards in case material requisitions are posted 
directly to the production orders. If they are first entered on 
summary sheets, one for each production order, then of course 
the details will be found on such summary sheets. The original 
records are, of course, the material requisitions. 
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The quantity of fuel consumed by the power department is 
determined from the engineer’s reports of fuel used. The cost 
per unit of fuel used is determined from the stock record, and 
the determination of the cost of fuel used is a simple arithmetical 
operation. The amount charged for fuel consumption may be 
found on the debit side of fuel consumption account after the 
monthly entries are posted. 

Reports from the department which handles the last process 
in manufacturing show what goods are finished and when they 
are finished. As soon as the accounting department is informed 
that a given production order is completed the cost sheet or card 
kept with that production order is marked “finished” and the 
date. All sheets or cards thus marked are removed from the 
cost ledger after monthly costs are determined and the aggregate 
of their totals is used in the monthly journal entry which debits 
finished goods and credits manufacturing. Therefore, the debit 
side of finished goods account will show the cost of finished 
goods each month. The summary of completed production or- 
ders will show the details of this amount, and further details 
may be determined by going back to the cost sheets or cards where 
the details concerning the three elements of production factors 
are recorded. 

The cost of goods sold may be determined by reference to the 
cost of goods sold account or to the credit side of finished goods 
account. In the stock record is kept an account with each kind 
of finished goods—showing both the quantity and cost. Either 
each bill is costed, or the sales of each commodity are recorded 
on summary sheets in order that the total quantity of each may 
be determined at the close of a month. In this way the total cost 
of goods sold is determined either daily or at the close of each 
month and this total is used in making the journal entry which 
debits cost of goods sold and credits finished goods. 
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The diagram of operating accounts submitted herewith is the work of Mr. 
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Account Analysis in Commercial Banks* 


By Harwe.i Cloup THOMPSON 


Account analysis in a bank means a distribution of earnings 
and of expenses to individual deposit accounts in such a manner 
as to show the amount of profit or loss on any account. 

The method of analysis is (1) to reduce to units the earnings 
and expenses of the bank and (2) to apply these units to the 
deposit accounts under analysis. Examples of such units are 
the amount of earnings per annum on a dollar of net deposits, 
the average cost of collecting an out-of-town cheque deposited, 
and the average cost of paying and charging a cheque drawn on 
the bank. Cost units are determined by dividing the whole cost 
of a given operation for a given period by the number of times 
that operation was performed during the period. They are not 
determined by estimating the cost of the operation in a limited 
number of instances, for the reason that errors in the estimate 
would be so increased by multiplication that the analysis would 
be invalidated. 

It is apparent that this method of analysis is practically a 
system of cost accounting, inasmuch as it includes classification 
of expenses, computation of unit costs, and determination of 
profit or loss on individual accounts. The terms “cost system” 
and “account analysis” are both in use to describe the same gen- 
eral operation, and it seems that no distinction in meaning is 
made. The term “account analysis” is preferable because it 
is used by most banks which have such a system and because 
it is more indicative of the special work involved than the more 
general term of cost accounting. Account analysis, therefore, 
should be considered a subdivision of cost accounting. 


The subject of account analysis is new. A few banks in the 
large cities have analyzed accounts for a number of years, and 
most of the large banks in these cities now have more or less 
fully developed systems. Outside the important financial centers 
very few banks have made any attempt at systematic analysis. 
The methods in use are still being improved to secure more accu- 


* A thesis for the degree of bachelor of arts in business administration, Uni- 
versity of Illinois. 
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Account Analysis in Commercial Banks 


rate results at less cost. There is little literature on the subject. 
Mr. F. W. Tuomas of Toledo, Ohio, has published a concise 
treatise in a booklet entitled Cost Accounting in a Bank. Mr. 
Grorce O. BorpweE i of the First National Bank of San Fran- 
cisco has issued a pamphlet, The Analysis of a Bank Account. 
Other articles and addresses have appeared in various banking 
journals, particularly the American Banker. The subject is suffi- 
ciently large and important to necessitate a volume for adequate 
treatment. 

The purpose of this paper is: (1) to show the value to a 
bank of a system of account analysis, (2) to outline the principles 
and methods of a proper allocation of earnings and expenses to 
individual accounts, and (3) to indicate how the results of analy- 
sis may be utilized. 


VALUE oF AccouNT ANALYSIS 


Analysis of accounts establishes a basis for an equitable ad- 
justment of the relations between bank and depositor. The 
bank serves its depositors in some or all of the following ways: 
(1) by receiving deposits, (2) by safekeeping funds, (3) by pay- 
ing cheques, (4) by paying interest on balances, and (5) by ren- 
dering incidental services varying from issuing drafts to giving 
advice. The compensation of the bank is in the use of the funds 
of its depositors. This compensation has little direct relation 
to the cost of the services rendered. While the bank makes a 
reasonable profit on its business as a whole, the reason may be 
that a loss on some accounts is more than balanced by a large 
profit on others. A depositor may even withdraw funds before 
the bank can collect the items deposited, the bank thus actually 
supplying free capital to the depositor as well as free service in 
handling his account. Analysis shows the cost of the service 
rendered by the bank as a basis for a fair adjustment of the terms 
upon which an account is carried. How such an adjustment 
may be made will be considered later. 

Account analysis protects banks and public against the dan- 
ger of unintelligent and destructive competition. Such competi- 
tion seldom exists in small communities, where personal relations 
are a determining factor in getting business. In the large cities, 
however, competition for accounts has been carried on by con- 
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cessions as to terms; the rate of interest allowed on deposits has 
risen to a point in many cases unprofitable, and in some danger- 
ous, as exerting pressure toward investment of funds at higher 
rates than consistent with entire safety. This competition takes 
forms other than high interest rates, for example, heavy invest- 
ment in imposing bank buildings, expensive advertising, low re- 
quirements for opening new accounts, and extension of lines of 
credit to hold deposit accounts. Some of these forms are doubt- 
less unprofitable. The well managed bank of the future must 
depend upon numerous small and carefully figured profits and 
few if any actual losses. The best remedy for uneconomical 
competition is an accurate knowledge of costs, for few banks 
would offer concessions which are known to be unprofitable. 
A knowledge of costs, on the other hand, fosters competition in 
lowering costs, i. ¢., in efficiency of operation. 

Thus a third advantage of analysis is the facility it affords 
through cost units of checking the efficiency of departments and 
of determining by comparisons whether or not costs are too 
high. 


ALLOCATION OF EARNINGS 


The purpose of an allocation of earnings is to determine the 
gross earnings on any deposit account. Therefore all earnings 
of the bank distinct in their origin from deposit accounts are 
excluded from the allocation for analysis purposes. Interest on 
United States bonds used to secure circulating notes of national 
banks, earnings of bond and foreign exchange departments, and 
rentals from vault or office space are examples of earnings which 
should usually be excluded. The largest items included in the 
analysis are interest on loans and income from investments in 
bonds and stocks. The former item should be so computed by 
adding accruals and subtracting prepayments that the actual 
amount earned during the period is obtained. The actual yield 
on bonds should be obtained either by reference to a bond table 
or by amortization. 

The figures of a condensed balance sheet and statement of 
earnings will be useful as an illustration for various steps in 
the analysis. 
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BALANCE SHEET * 


Resources 
Demand, time, and real estate loans .............ccecececeeee $ 62,074,000 
rr ae a ae 26,838,000 
Cash and exchange (including transit) ................ee000- 16,785,000 
$105,697,000- 

Liabilities 
Capital stock, surplus, undivided profits, and reserves ......... $ 15,686,000 
ERED: oi vc encccsstgacsnonsiedecdss det p Obl cde ee 90,011,000 
$105,697,000 

STATEMENT OF EARNINGS + 
For THree MontHs ENDING 

Interest and discount on demand, time, and real estate loans..... $1,000,000: 
Vaeed 0m SONEE OIE WHEE, 6 io 656 a5.isdkesesscccesacimicdcdedans 400,000 
Interest on balances in other banks ...............ccceeeeeceees 30,000: 
$1,430,000- 


The first allocation of earnings is between capital funds and 
deposit funds. Obviously deposit funds have earned only a part 
of the $1,430,000, the remainder being due to the investment of 
capital, surplus, undivided profits, and reserves, which collec- 
tively constitute capital funds. Mr. THomas in his system pro- 
poses no division of this nature, but treats interest on capital at 
an arbitrary rate as a general expense to be apportioned among 
accounts. If the object of the analysis is to show actual profit 
or loss, Mr. Tuomas’ method cannot be followed: it is impossible 
to draw an actual distinction between the earning rate of deposit 
funds invested in bonds or loans and capital funds invested in the 
same manner. 

Inasmuch as the item of cash and exchange including transit 
is held against deposits, only $90,011,000 less $16,785,000, or 
$73,226,000, of deposits enters into loans, bonds, and stocks. 
Capital funds constitute the remaining $15,686,000 of the total 
investments of $88,912,000. Capital funds therefore claims 


* From published statement of Ill. Tr. & Sav. Bk., Chicago, April 5, 1913. 
+ Assumed to illustrate above balance sheet. Earnings not to be allocated are: 
emitted from statement. 
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15 686 000 
88 gI2 000 
$247,000. To deposit funds is due the $1,153,000 balance of earn- 
ings from investments plus the $30,000 interest earned on bank 
balances held against deposits. The total earnings of deposit 
funds for the quarter are therefore $1,183,000. If a portion of 
capital funds were invested otherwise than in securities, that 
portion would be deducted before apportioning the earnings on 
those securities. For instance, had the balance sheet shown an 
item of $5,000,000 for banking house only $10,686,000 of cap- 
ital funds would have remained to share in the earnings on in- 
vestments. In short, the balance sheet must be analyzed to 
discover the proper basis of allocation between capital funds and 
deposit funds. 

The unit of earnings to be used in analysis of individual ac- 
counts is the per cent per annum on net balances. Deposits as 
they appear in the balance sheet are gross; the account of each 
depositor shows his gross balance. A portion of gross deposits 
is always represented by cheques which have been deposited and 
sent out for collection, but which have not yet been realized. 
This portion of deposits appears among the assets on the balance 
sheet as transit; no earnings accrue thereon. Net deposits are 
gross deposits less the amount outstanding in process of collec- 
tion, i. e., less transit. The net balance of each depositor is his 
gross balance less uncollected items which he has deposited, 
Since net deposits only bring earnings, the earning rate must 
be computed on net rather than gross deposits. In the 
illustration used above, transit is assumed to be $5,000,000. Net 
deposits are then, $85,011,000, and earning rate on net deposits, 


of the earnings from investments of $1,400,000 or 


I 183 000 
85 O11 000 
is four times 1.4 per cent, 5.6 per cent. 

It is important in allocating earnings between capital funds 
and deposit funds and in computing earning rate on net deposits 
that averages for the period be used exclusively. The ratios 
which exist on one day are not adequate for a valid apportion- 
ment covering a three months’ period. The averages need not 
be carried out to accuracy in cents; a computation using four 
or five digits would be practically sufficient. 

The earning rate on net deposits is to be applied to average 
net balances of the deposit accounts under analysis. Average 


or 1.4 per cent for the quarter. The rate per annum 
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net balance of any account is average gross balance less average 
amount outstanding in process of collection. An average gross 
balance is readily obtained by running off daily ledger balances 
on the adding machine, listing each balance for as many days as 
it remained unchanged and dividing the total by the number of 
calendar days in the month; average gross balance of any ac- 
count upon which interest is paid can be obtained from the 
interest clerks. The average amount of outstanding items is 
usually computed by the transit department. A record of all 
out-of-town items is made for analysis purposes as the items 
pass through the transit department; the clerks, knowing the 
number of days required to collect items on any point, make 
proper entry before the items are sent out. A typical form for 
this record appears on page 216. 

The application of the earning rate on net deposits to the 
average net balance gives the gross earnings of any account. 

The practice of banks as to the period of time upon which 
the earning rate is based varies. The two bases are: (1) the 
average rate for a long period of years, and (2) the average 
rate for the period just past—a month or a quarter. The first 
basis is designed to eliminate the effect on the results of analysis 
of periodical fluctuations in interest rates; the second is designed 
to take account of these variations. 


The theory of the fixed rate (first basis) is that all accounts 
are to be put on a “permanent” basis, that the accounts them- 
selves are expected to be permanent and that an arrangement 
can be reached under which, without readjustment, an account 
will yield a fair profit for a long period of years, although single 
years might show either a loss or a large profit. While a degree 
of permanency in adjustment is desirable, the theory of the 
“fixed” rate is open to criticism: (1) a considerable number of 
accounts are not retained through the long period of years; (2) 
other elements in the analysis are subject to variation so that the 
use of a fixed earning rate does not as a matter of fact furnish 
a basis for a permanent adjustment. 

Analysis on the basis of the average rate for the period just 
past is intended to show the actual profit or loss for that period. 
The results are not an absolute standard either for a permanent 
adjustment or for adjustment a year in advance, inasmuch as 
conditions are constantly changing; however, since adjustment is 
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a matter of judgment and usually of agreement, the results of a 
previous period are a very practical guide. 

The present practice in analysis is to base earning rate on 
loanable funds rather than net deposits. The loanable funds of 
every account analyzed are computed by deducting from net 
deposits the proportion of reserve held. This step is wnneces- 
sary, inasmuch as the earning rate may be applied directly to 
net balance, the rate merely being lower in proportion to the 
percentage of reserve carried. In cases where a portion of 
reserve is on deposit, say at two per cent, in other banks, earn- 
ings thereon are added to earnings on loanable funds to show 
total earnings of the account. This operation may be avoided 
also by basing the rate on net deposits, because the item of in- 
terest on balances in other banks was included in computing that 
rate. For illustration both methods of computing earnings for a 
month on an account are shown below: 


(1) Using earning rate on loanable funds: 








a errr rere ee 8,000 
EGGR GGe DORTTOR occa cacvtcsignneedonseseducteetennmeen 3,200 
Raommetts Game os. iccinccednenssasdeestiacsedeeeacoeee el 4,800 
Earning rate (assumed as 6% per annum) per month...... 0050 
Earnings on loanable funds .............-+sseeeeeeeeecees 24 
Earnings on 15% carried in other banks at 2% .........-+. 2 
CRU CII oo in '5.5 Sie 5.565 bs deg eaadds tb es vheeeeen 26 
(2) Using rate on net deposits: 

Per rT rere ere 8,000 
Earning rate (equivalent of 6% on loanable funds plus 

2% on deposits of 15%) .039 per annum per month ..... 00325 
GrOdS: GRUIID. 0.00 «650 date ene ena tstssesemeendsonee yi) 


The indirect method might have the advantage of being more 
readily comprehended when analysis records are submitted to 
depositors. 

The earning rate on loanable funds is sometimes obtained by 
averaging the rates of yield on loans, weighting each according 
to the time and amount of the loan. The rate is computed 
monthly on the basis of the investments made during that month. 
This rate, therefore, does not represent the actual interest earn- 
ings for the month because loans made in a previous month 
remain unpaid and loans made during a current month run over 
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into following months; it is useful, however, as an indicator of 
the work done by loaning officers. 


ALLOCATING OF EXPENSES 


The most difficult problem of account analysis is to determine 
the portion of expense which is properly assignable to each de- 
posit account. It is evident from the diverse nature of the 
expenses of a bank that a single basis for their apportionment 
would be impossible. A grouping of charges in accordance with 
their origin and a separate basis of apportionment for each group 
is necessary to secure accurate and scientific cost units. The 
practical difficulties of such a grouping and apportionment have 
kept most banks from carrying their account analysis farther 
than income analysis, plus a few of the more direct costs, such 
as interest paid on balances, cost of handling certain classes of 
items. etc. 

Mr. Tuomas has included all expenses in his analysis, classi- 
fying them as clerical and general. Clerical expense after adding 
twenty-five per cent of general expense is apportioned on the 
basis of the number of items handled; the remaining seventy-five 
per cent of general expense plus interest on capital at six per cent 
is assessed according to balances. This method has the advantage 
of simplicity, although at some cost in accuracy of results. 

Mr. Geo. O. Borpwe.y of the First National Bank of San 
Francisco has suggested eleven groups for the classification of 
expenses, with a separate basis of apportionment for each group. 
Mr. BorpweE.t has a successful system of analysis in operation 
at his bank, yet it does not appear that an eleven-fold division of 
the expense account is a part of this system. 

The problem demands the exercise of judgment as to the 
amount of work justified to secure greater accuracy—as to what 
point would mark the intersection of the ascending curve of 
labor with the descending curve of increase in accuracy. It must 
be remembered that very imperfect analysis may be more per- 
fect than the application of the results after they are obtained. 
On the other hand, since the cost units obtained will be applied 
to all accounts analyzed for months or even years before the 
same units are recomputed, the work should be carefully done. 
Again, the units must be accurate if they are to be of value 
as indices of departmental efficiency. 
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The following grouping is now proposed as a classification 
which is both practicable and accurate: 

Group 1. Expenses incident directly to specific accounts, such 
as interest paid on balances. 

Group 2. Expenses dependent upon the activity of accounts, 
such as expenses of transit department, and reducible to per 
item costs. 

Group 3. Expenses dependent upon the size of net deposits, 
such as costs of loaning funds, and to be apportioned on the 
basis of net balances. 

Group 4. General expenses not dependent upon deposit ac- 
counts. 

Groups I, 2, and 3, the expenses directly chargeable to an 
account collectively constitute operating charges. The deduction 
of these charges from gross earnings will show the gross profit 
or gross value of a deposit account. This value Mr. BorpwELL 
terms marginal value and defines as the amount of income from 
an account which would be lost to the bank were the account 
closed. Group 4 includes administrative or overhead charges. 
The deduction of a proper proportion of these charges from the 
gross value of an account will leave its net profit or net value. 
Mr. BorpWELL’s term is average value, which he defines as the 
amount of earnings in excess of the amount necessary to pay 
the expenses directly chargeable to the account, its proportion 
of general or overhead expenses, and its proportion of interest 
on capital. 

The two valuations of an account are adopted so that the 
analysis will show two things: (1) whether or not the account 
pays for the expense of handling, (2) whether or not besides 
paying its Own way it contributes a proper share toward the 
overhead expenses of the bank. Any account which shows a 
gross value meets the first test; and any account which shows 
a net value fulfills the second. As a matter of policy, all ac- 
counts which have a gross value are to be retained, because 
the overhead charges go on in any case; at the same time an 
effort will be made to bring all accounts to a point where they 
will not show a net loss. 

The terms “gross earnings,” “operating charges,” “gross 
profits,” and “net profits” are borrowed from an ordinary in- 
come statement, and are employed because there is no essential 
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difference in the nature of such a statement and a statement 
of the same facts in connection with a deposit account in a com- 
mercial bank. The use of uniform terminology should aid in 
making clear the significance of the analysis record. 

The expenses of group 1 cannot be reduced to cost units; 
they are charged directly to the deposit account for which they 
were incurred. The most important item in the group is in- 
terest paid; collection charges not paid by the customer, cost 
of preparing special customers cheques, etc., should also be 
charged. 

The expenses of group 2—1. ¢., those dependent upon the ac- 
tivity of accounts—must be reduced to per item units. Since 
the costs of (1) paying and charging a cheque drawn on the 
bank, (2) receiving and collecting a cheque on another local bank, 
(3) receiving and collecting an item on an out-of-town bank 
are different, accurate analysis requires that separate units be 
computed. At least two per item costs should be used, one for 
out-of-town or “transit” items, which cost from two to three 
cents to handle, and one for local or “clearing house” items, which 
cost only a fraction of a cent. The costs of handling a local 
item on another bank and an item drawn on the bank are nearly 
the same; these two classes of items may therefore be grouped 
without involving any great inaccuracy. 

The following expenses enter into the cost of handling all 
items: 

(1) Salaries and surety bonds of tellers and assistants, in- 

cluding mail tellers. 

(2) Salaries of keepers of individual ledgers. 

(3) Postage, stationery, and other supplies for these em- 
ployees. 

(4) Portion of expenses for maintaining banking quarters: 
rent, heat, light, janitor service, fire insurance, depre- 
preciation on furniture and fixtures and on adding ma- 
chines, telephone, and telegraph. 

Division of the total of these expenses by the total number of 
both clearing house and transit items handled during the period 
gives a unit cost per item which is an element in the per item 
cost of both transit and clearing house items. 

By dividing the expense for clearing house facilities (clearing 
house assessment, salaries of clerks, and fines) by the sum of 
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the number of items sent to and received from the clearing 
house, the unit cost for the clearing house operation is obtained. 
The sum of this unit and the one previously determined is the 
per item cost for clearing house items which will be used in 
analysis of accounts. 

The following expenses should be totaled and divided by the 
number of items handled by the transit department: 

(1) Salaries, postage, stationery, and other supplies, of the 

transit department. 

(2) Portion of the expenses as listed above for maintaining 

quarters. 

This unit plus the element first determined above gives the 
per item cost of transit items. 

The charge for per item costs on any account is computed 
by multiplying the number of items of each class (transit and 
clearing house) handled during the period of the analysis by the 
proper units. 

The expenses of group 3 are apportioned according to net 
balances. The expenses of this group include: 

(1) Salaries and surety bonds of officers and employees in 

discount and credit departments. 

(2) Legal expenses in loaning funds. 

(3) Stationery, postage, other supplies, and portion of ex- 

pense for maintaining quarters. 

(4) Burglary and “hold-up” insurance. 

(5) Watchmen’s salaries. 

The expenses (1), (2), and (3) above must be apportioned 
between capital and deposit funds in the same manner as earn- 
ings were apportioned: the same principles which apply to 
earnings on loans apply also to expenses in making loans. The 
expenses (4) and (5) are incident to net balances, since they 
are incurred for the protection of the reserve held against these 
balances. 

The expenses of group 4 include: 

(1) Organization expenses. 

(2) Salaries and surety bonds of administrative officers. 

(3) Cost of analysis department. 

(4) Advertising, donations, subscriptions. 


(5) Charges for bank examination. 
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(6) Portion of expenses for stationery, supplies, postage, and 
maintenance of quarters not otherwise assigned. 

(7) Taxes (except U. S. tax on circulating notes). 

(8) A sum sufficient to bring the total net profits of the bank 
up to a proper rate on capital invested. This rate is 
arbitrarily taken, and should be sufficiently high to pay 
dividends and leave a margin for increasing surplus so 
that the bank may gain in strength. 

The basis of apportionment for those general expenses should 
be either net balance or operating cost. If all expenses incident 
upon operation, including salaries of officers engaged in supervis- 
ing the various departments, have been included in groups 1, 


2, and 3, the administration charge should be based on net balance. ° 


If not, then operating cost would be a proper basis. 
The results of account analysis may be conveniently recorded 
on the following form: 


FIRST NATIONAL BANK 


Account ANALYSIS DEPARTMENT 




















Account of John Doe, Analysis for month of 
1 Main Street January, 1913 
hike whan: ceed cbkawereadehdess 10s0cbeeseuteeaeeas $26.00 
IE INE 5 hed bdrbe anisrcenackied acalne wale 10,000 
FRWOPRE GROUSE CURMTRTIGII o.oo oo once ccecciccvcccdcscc 2,000 
i O0ir Ne ola ees dau iis tebe tesa eel 8,000 
EE ee ey OR TE 00325 
es Shee dk Wubind ob dod cdbabaehies esnsscesdudpenseeeeel 23.57 
ha a aid pedis chk Lae Chiao ss beeline 17.67 
SMMOTERE GREE 2... cccsccccccccsecccccsccccces 16.67 
EY GUNNS: OSS, 5 Ka aivins dé bneee canes 1.00 
EE Nas Ch ci elveouus eahecvuaesidsepetancaeeeed 3.50 
GUD Cy BR BE BGG. oe ccc ccvcseecvocscccccccccs 1.00 
BG PURINE BE ME ccc ctecccccscccccccccceces 2.50 
Percentage costs: 

Se Ge MU OU TID oo onc donc Sesncevccdcocecs’s 2.40 
IIE 9b shacdhhndininntensecestniedbbbankedsabesesnt canteen 2.43 
Administration charge $6.00 per year per $1,000 ..............0000. 4.00 
EE EPSP er peri ei niente oe $ 1.67 








This form is sometimes printed on a sheet with the form used 
for computing the average amount outstanding in process of col- 


222 





| 
H 
; 
i 
. 
| 














Account Analysis in Commercial Banks 


lection in order that the whole analysis will appear on a single 
sheet. 

A summary record of analysis should be filed for reference 
at the desk of the officer who conducts relations with the de- 
positor. A card system, using form on page 224, shows the nec- 
essary facts: 


METHOps OF SAVING LABOR IN THE ANALYSIS DEPARTMENT 


An objection urged against account analysis is that it would 
require too much time and expense. The answer is that a system 
of analysis should be adapted rather than adopted; it should be 
adjusted to the organization of each: bank so that the system 
already in use will supply most of the necessary data. Unneces- 
sary work must be avoided. Experience has shown that analysis 
is practicable when properly done. 

In the first place, no account should be analyzed unless the 
results are needed. Analysis should be made in the following 
cases: 

(1) When requested by an officer of the bank. 

(2) When upon superficial examination the value of an ac- 

count is doubtful. 

(3) New accounts, in order that readjustment of terms may 

be made if necessary. 3 

Part analysis is the determination of part of the data of a 
complete analysis. It should be used when complete data is 
unnecessary to show the account either satisfactory or hopelessly 
unprofitable. 

Periodical analysis is complete analysis applied at intervals. 
Accounts of all country banks should be analyzed periodically 
to indicate any change in their value. 

Analysis for a period of a month is customary. A period of 
two, three, or more months can be included at one operation, thus 
saving the monthly computations. 

Earning rate on the fixed basis is computed only once in a 
number of years. If the “actual” basis is used, the rate may be 
determined once in three months, or—if the rates are steady— 
once in six months. 


A part of the detail of determining the average amount out- 
standing may be avoided by finding the average number of days 
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all items of a given account are outstanding. This average is 
applied to the total amount of transit items deposited, and the 
result divided by the number of days. 

The costs units may be computed at intervals of a year or 
longer. One large bank has used the same units since the or- 
ganization of its analysis system seven years ago. 

The subdivision of the expense account by departments facili- 
tates the determination of cost units. Thus separate accounts 
may be set up in the general books for expenses for (1) tellers, 
(2) bookkeepers, (3) clearing house facilities, (4) transit depart- 
ment, (5) loan and credit departments, (6) maintenance of quar- 
ters, and (7) overhead charges. Postage, stationery, and other 
supplies should be kept on hand and delivered from store only 
upon departmental requisitions. These requisitions are data for 
making the charges to the proper expense accounts. An expense 
ledger with a controlling account in the general ledger is sug- 
gested for very large banks. Such a requisition system and ex- 
pense ledger make possible greater control over expenses of de- 
partments as well as greater facility in determining cost units. 

The counting of items may be made either the most onerous 
or the easiest part of the analysis, according to the methods used. 
It is necessary to know: (1) the number of items of each class 
deposited by each customer, (2) the number of cheques paid for 
each account, and (3) the approximate number of items handled 
by each department. Deposit slips for local customers and re- 
mittance forms for correspondent banks providing for a separate 
listing of each class of items and a numbering of each list auto- 
matically determines the number and class of items received on 
deposit day by day from each customer. A monthly summary 
gives complete data. The number of cheques paid is readily 
determined from the cancelled vouchers for the period, either 
by reference to the serial numbers on the cheques or by actual 
count. The number of items handled by departments should be 
counted automatically as they go through the adding machine 
by an attachment for that purpose. Test counts for a single day 
taken several times a month would be sufficient to establish a 
working approximation of the number handled. 


For a shorter method of analysis the percentage units (1) 
earning rate on net deposits, (2) percentage cost on net deposits, 
and (3) administration charge (if based on net deposits) may be 
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combined and the resultant applied instead of the separate per- 
centages. 

The place of account analysis in the organization of the bank 
varies in different banks. Usually the work is directed by one of 
the department heads such as the transit manager or the general 
books. The working force required is small: one man does all 
account analysis in a large Chicago bank with the exception of 
computing the units; in another large bank the work is done by 
five junior transit clerks during spare time. 


UTILIZING THE RESULTS 


The final question in account analysis is what application 
to make of the results. This question will be considered under 
three headings: (1) altering relations with customers, (2) check- 
ing efficiency of departments, and (3) preventing destructive 
competition. 

A very useful discussion of the application of a knowledge 
of costs to altering relations with customers is contained in 
Mr. Tuomas’ booklet. He points out that tact and discretion 
are required in approaching a customer whose account shows a 
loss. The unprofitable condition may be only temporary—caused, 
for instance, by low interest rates or by a seasonal reduction in 
the balance kept—and certain to rectify itself without action by 
the bank. Or the loss shown by the analysis sheet may be more 
than offset by the advertising value of the account of an influ- 
ential man or firm. In this case if there is no probability of 
securing a larger balance by broaching the subject of analysis 
results, such action would be unwise. Small special accounts 
kept for convenience by the owners of profitable regular ac- 
counts obviously should not be questioned. A valuable asset of 
any bank is the goodwill of all interests in the community, 
“moneyed” and “unmoneyed.” Every customer likes to think that 
the bank values his account, no matter how small it is, and any 
disillusionment is not unlikely to be resented. 

Yet in approaching a customer who is able to keep a paying 
balance and who does not, the bank is protected by the customer’s 
own sense of fairness and self-respect. Actual figures showing 
that the account costs more than it earns will probably bring 
forth a larger balance; few customers of this class will wish to 
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continue to “sponge” after their attention has been called to the 
fact that their accounts are the cause of loss to the bank. 

The request for a larger balance may be made either by letter 
or in person, preferably by some official well acquainted with the 
customer. It should always be accompanied by the analysis and 
an estimate of how large an increase in balance is necessary to 
make the account profitable. Mr. THomas suggests the use of 
the following letter: 


Mr. John Doe, President, 
First National Bank. 
My dear Sir: 

In looking over the reports of our analysis department, I find that the 
volume of your out-of-town business has shown a progressive increase 
for some months past, and while I am indeed pleased to note this evidence 
of your increasing business, I feel obliged to call your attention to the 
bearing this has on the arrangement now in force with your bank. 

The enclosed analysis of your account for the past three months shows 
that the cost to us of handling your growing out-of-town business has 
reached a figure which makes the balance originally agreed upon entirely 
inadequate to meet the present conditions. 

I assure you that we keenly appreciate your business, the more so 
because of the many years of cordial relations that we have enjoyed with 
you, but I believe, in view of the increased cost of handling your account, 
that an increase of $75,000.00 in the net average daily balance of your 
account is necessary in order to put it on a mutually equitable basis, and 
trust that you will agree with me as to the fairness of this request. 

Thanking you in advance for your consideration, and awaiting an 
expression of your view in the matter, I am, with kind regards. 
Very truly yours, 
RicHarp Roe, President. 


The same purpose may sometimes be better accomplished by 
an alteration in the collection facilities furnished by the bank than 
by an increase in balance. The deposit of a smaller volume of 
out-of-town items for collection at par or a reasonable exchange 
charge for such items might easily be arranged. The depositor 
would not be adversely affected if he in turn readjusted matters 
with his customers so that he would not receive such a volume 
of out-of-town cheques at par. Prompt instead of deferred de- 
positing might be sufficient to turn a small loss into a profit. 

A third possible adjustment is in interest payments. Many 
bankers are advocating $200, $500, or even $1,000 as a minimum 
balance upon which to pay interest. A simple solution of the 
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problem of an unprofitable interest bearing account would be an 
agreement to credit interest only on average balance in excess 
of a stated minimum. A reduction of the customary rate of two 
per cent or a variable rate as is used in England would accom- 
plish the desired result. 

It is suggested also that the customer’s line of credit be made 
a function of his average balance. The advantages to the bank 
of such an arrangement would be (1) an equitable basis for 
apportioning loanable funds among borrowing depositors and (2) 
an increase in deposits. The advantage to the customer would 
be his ability to extend his line of credit within reasonable limits. 
This proposal is discussed by Mr. Srmms in an article in The 
American Banker. 

The ultimate solution of the problem of the unprofitable small 
account will be a charge for its care. This has been the practice 
in England for a long time and the custom has become so uni- 
versal that it is not looked upon as unusual or improper. The 
plan is in successful operation in several large New York banks. 
The Corn Exchange bank charges $1.00 per month for the care 
of accounts having an average balance of less than $200. Mr. 
Nasu, the president, says of the plan: “We have found it to 
have resulted in no permanent diminution of our total deposits. 
The first result was a loss of a very considerable number of 
depositors, nearly all of whom were worthless to the institution 
as far as profits were concerned, but their aggregate balances 
were fully compensated for by the additions which the small 
depositors who desired to continue their accounts, but who wished 
to avoid the charge, made to their balances.” 

A similar plan has been adopted, with satisfactory results, by 
the Title Guarantee and Trust Company. In country banks the 
conditions are such that for the present the plan cannot be 
adopted, but with the better education of both bankers and public 
the time will undoubtedly come when it will be possible to put 
such an arrangement into operation. 

The second use for the facts of analysis is in checking the 
efficiency of departments. While this use is secondary to that 
of altering relations with customers, the statistics required for 
the latter purpose lend themselves so readily to the former that 
the opportunity to use them thus should not be lost. The method 
of segregating expenses by departments has already been indi- 
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cated, also the method of reducing the total costs to unit costs. 
The tests of efficiency can be carried to any degree of detail by 
a mere minute classification of expenses. 

The value of cost statistics is cumulative with their multipli- 
cation. A single fact about cost is of little significance unless 
it can be compared with other similar facts in order to note the 
differences. Thus to make use of the cost units obtained in 
analysis work a careful comparison should be made with the 
same units for previous periods. Any marked increases should 
be located by discovering what items of expense are larger, and 
checked if not due to proper causes. The general adoption of 
cost and analysis system by commercial banks will result in com- 
parisons between institutions: the officers who are successful in 
organizing their departments so as to secure the lowest costs 
without sacrifice of other considerations will be called to fill more 
important positions, while their methods will be studied and 
applied in other institutions. Inefficient officers, on the other 
hand, will be displaced. 

The final application of the facts of account analysis is to 
the competitive struggle. With cost systems in operation, un- 
intelligent competition will become impossible. The striving 
for more deposits even at the cost of a part of the bank’s earnings 
will be replaced by a rational competition for paying accounts 


and for economy of internal operation. Rational competition 


will bring to the profitable customer the concessions which the 
value of his account justifies. The small depositor will be re- 
quired to pay the cost of the facilities he receives. The bank 
will be assured of a reasonable margin of profit on every account. 
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EDITORIAL 
C. P. A. Examinations in New York 


“There were 134 candidates who took the C. P. A. examina- 
tion, six of whom have passed in all topics.” Such is the reply 
of the New York state education department to an inquiry rela- 
tive to the outcome of the examination held in June last. The 
failures amounted to over 95 per cent. True, this is a slightly 
higher percentage of failures than usual and in order to secure a 
broader viewpoint let us look at the figures for the last two years 
each of which comprises two examinations. Here they are: 


Year Total sitting Total passed Percentage failures 
ODE ees 204 35 82.9 
taba tiksceseceeweas 220 29 86.8 


As far back as 1908 Mr. James G. Cannon analyzed the re- 
sults of the examinations held up to that time, and criticized 
severely the paucity of the results attained under the New York 
C. P. A. law. Other criticisms have been voiced in this JouRNAL 
and in other quarters but no remedy has been applied nor does 
the state education department seem to have made any serious 
efforts to discover the reasons for a condition that is, to say the 
least, regrettable. 
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Editorial 


There are, we think, two main causes that have contributed 
to the very large percentage of failures in the New York C, P. A. 
examinations. In the order of their relation, although not neces- 
sarily in that of their importance, they are (a) the lack of educa- 
tion and training upon the part of the applicants and (b) the 
character of the examinations. 


It is obvious that a large proportion of the candidates who 
sit for this examination must undertake it without proper prepa- 
ration. While no doubt many of the applicants offer themselves 
for the examination without any professional school training there 
are in the city of New York a considerable number of schools 
offering courses promising to fit students for the C. P. A. ex- 
amination and it is generally reported that full classes are in at- 
tendance. A large proportion of the applicants come from these 
institutions and while good work is done in many of them the re- 
sults noted above do not indicate uniformly high standards of 
teaching. Bluntly speaking, it would appear that some of the 
schools giving accounting courses are more successful in getting 
tuition fees than they are in securing creditable teaching results. 

As to the form and contents of the examination itself, it is 
perhaps sufficiently indicated by pointing out that applicants are 
required to pass but one examination, covering a total of fifteen 
hours only, and that they are eligible thereto after but one year’s 
experience in an office of an accountant. Even assuming that 
a candidate is so fortunate as to get into the best accounting 
office to be found, it is futile to expect him to acquire a know- 
ledge of the practical work of his profession within that period 
sufficient to enable him to pass a proper final examination. The 
experience qualification should be lengthened to not less than 
three years and this period should be spent in actual—not merely 
nominal—accounting work. at 

There should, however, be two examinations. The first should 
be taken when the candidate has completed his school work for the 
purpose of testing his knowledge of the theory of his profession 
and also of the subject of commercial law. These can be 
mastered in a good school and a student is entitled to an examina- 
tion therein as soon as he has completed his school work. Hav- 
ing successfully passed this preliminary examination a candidate 
should set about getting the practical training, which in the pres- 


231 








The Journal of Accountancy 


ent development of the accounting profession at least, can be 
had only in an office conducting a general practice. After a 
suitable period he should be admitted to a final examination in 
accounting subjects of sufficient breadth and thoroughness ade- 
quately to test his professional knowledge. 

For the information of our readers we publish elsewhere in 
this issue the full text of the June, 1913 New York C. P. A. 
examination questions and we invite comments thereon with a 
view to crystallizing professional opinion upon the many vexed 
points relating to examination in all the states. 





Union of Californian Societies 


A brief announcement in the preceding issue of this magazine 
to the effect that the accountants’ societies in California had 
amalgamated will have been read with much interest by everyone 
who is familiar with the history of the profession on the Pacific 
coast. It is cause for the utmost gratification that a long exist- 
ing division of energies has been terminated by a common desire 
to work together for the welfare of the profession. 

California like some other states in the west is blessed—or 
otherwise—by the existence of great distances between the prin- 
cipal towns; and, as a consequence, much difficulty is encoun- 
tered in the holding of meetings and in the general corporate 
work of societies having state-wide membership. 

Missouri was another case in point, but after long effort and 
discussion a system of chapters was evolved which has worked 
so far with the utmost satisfaction. Both Kansas City and St. 
Louis Have their individual chapters which are affiliated with the 
state society and in all matters having relationship to the Ameri- 
can Association the state society is the sole means of approach. 

In California there have been for some time two societies, 
the California State Society of Certified Public Accountants 
(which is a constituent member of the American Association) 
and the Southern California Society of Certified Public Account- 
ants which has been outside the national body. Repeated efforts. 
were made to bring the two societies together, but various tech- 
nical details interfered and the division existed much longer than: 
members of either society desired. 
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Editorial 


With the example of Missouri before them, however, mem- 
bers of the California societies have been able to overcome the 
obstacles in the path of union, and it is with the greatest pleas- 
ure that the American Association regards the abolition of all 
differences between the two societies and will welcome the new 
members whose names will be proposed at the next meeting 
of the national trustees. 

We congratulate the members of both California societies 
on their wise action and are confident that the united California 
society will have a future brighter and more prosperous in every 
way than would have been possible without fusion of interests. 
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Department of Practical Accounting 
ConpbuctTeED BY JOHN R. WitpMAN, M.C.S., C.P.A. 
ProsLEM No. 21 (DEMONSTRATION ) 


The following is a balance sheet of The Columbia Traction 
Company, April 4, 1912, prepared for receivers appointed on said 
date: 











Assets Liabilities and Capital 
ee fae ee $2,500,000 | Preferred capital stock. ..$2,000,000 
Cost of equipment ....... 750,000 | Common capital stock ... 1,000,000 
SP 2,000,000 | First mortgage 6% bonds 
Construction material .... 70,000 Cg eee 2,031,250 
Construction work ....... 25,000 | Taxes accrued ........... 15,000 
2 ery ae 37,500 | Wages accrued .......... 14,500 
Due from other lines .... 5,000 | Salaries accrued ......... 10,000 
Notes receivable—allied Accounts payable ........ 20,664 
ID Ssicdtndcwans 40,000 | Due connecting lines— 
Accrued interest on notes SE bite ta tensa kacke 257,860 
EN ro kn ass sxe 250 | Notes payable ........... 200,000 
Organization expense .... 100,000 | Int. accrued on notes pay- 
Injuries and damages dur- cee araiuertinaveieie 3,150 
ing construction ....... SEED FED vc cccewcesscesece 25,326 
OO ree $5,577,750 BEE, i-ndencecxuanisveonl $5,577,750 








Estimates made by appraisers and investigations made by 
accountants reveal the fact that the assets are grossly overstated. 
The actual cost of the road was $1,525,750; equipment, $560,000. 
The road is now worth, after allowing for depreciation, 
$1,200,000; the equipment, $300,000. The franchise, based on 
the excess earning power, is valued at $2,200,000. The construc- 
tion material is worth the book figure. The construction work 
contains about $3,000 of night work paid for at double-time 
rates. The accounts and notes receivable are good. Organiza- 
tion expense and injuries and damages will of course be worth 
nothing in liquidation. 

In view of the fact that the franchise was a valuable one and 
liquidation would prove so disastrous to the stockholders, the 
receiver was authorized to continue the operations and to issue 
$500,000 of receiver’s certificates bearing interest at 5 per cent. 


234 





























Department of Practical Accounting 


These were issued as of May Ist and sold at an average price 
of 97%. The proceeds were expended for new equipment to 
the extent of $400,000, while $50,500 was used to pay off notes 
payable and interest. 

During the period from April 1 to June 30, 1912, the operating 
income was $536,732.15; the operating expense, $302,517.64. 
Of the operating income, $125,417.82 was from other lines, on 
account of which and previous charges the companies paid 
$126,286.25. Of the operating expense, $145,843.29 was through 
credits to connecting lines, to which $175,328.15 was paid. The 
taxes accrued June 30th were $30,000; wages accrued, $5,650; 
salaries accrued, $8,000; salaries paid, $27,500. The other ex- 
penses paid in cash were $12,375. The organization expense and 
injuries and damages are to be written off one-twentieth. The 
construction work was completed by credits to material of $7,525 
and wages of $12,436.23. 

On July 1, 1912, the company was authorized to increase its 
capital stock to $5,000,000 preferred and $5,000,000 common, 
and to issue $5,000,000 of 5 per cent bonds. The proposition 
made to the bond and stockholders was as follows: holders of 
receiver’s certificates to exchange for 5 per cent bonds; bond- 
holders to exchange for 5 per cent bonds and receive a 
bonus of three shares of common for each bond; preferred 
stockholders to receive one share of preferred and one share of 
common, and pay an assessment of $10 per share; common stock- 
holders to exchange share for share and pay an assessment of 
$22.50 per share. All assented and exchanged except holders 
of 120 shares of the common. 

Prepare the balance sheet of the company after the re- 
organization. 





SoLuTION To ProsLeM No. 21 (DEMONSTRATION) 


In reading the problem, the second paragraph, which deals 
with the estimates made by the appraisers, etc., may not be 
passed over without attention, since it has a decided bearing on 
the demonstration problem. The information is also essential 
to the solution to the practice problem which calls for a statement 
of affairs and deficiency account. 
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In the case of the company which forms the subject-matter 
of the problem a statement of affairs was prepared in order to 
furnish information to the court on which to decide whether the 
best inteersts of creditors would be served by allowing the receiver 
to continue the business or liquidate it. The decision being in 
favor of continuation the receiver was authorized to issue certifi- 
cates for the purpose of raising funds with which to rehabilitate 
the equipment and afford relief to the more pressing creditors. 

It is to be presumed that the court would direct the receiver 
to adjust the property accounts so as to squeeze all the water 
out as it were. If the cost of the road was actually $1,525,750, 
instead of $2,500,000, as shown on the books, then obviously 
the book figure should be reduced. Correspondingly, if $1,525,750 
represents the original cost and after making reasonable allow- 
ance for depreciation the replacement cost is but $1,200,000, a 
further reduction to this latter figure should be made. 


There will here, as always, be a certain amount of discussion 
as to the propriety of writing up the franchise to put it on the 
basis of its earning power. The question may well be asked, 
“How can there be any excess earning power with the company 
in a condition which warrants the appointment of a receiver?” 
Obviously the figure is an estimated one, based on probable 
income from operation and decreased operating expenses under 
conservative and efficient management. If the estimate has been 
carefully and scientifically made no objection could be found to 
writing up the franchise. If the estimate is the result of a hap- 
hazard guess or the offhand opinion of someone not qualified 
or it was the desire of the receiver, as it undoubtedly would be, 
to be conservative, the franchise would probably not be written 
up. In fact it would not startle anyone especially if the receiver 
were to refuse to recognize the franchise as an asset since 
conservatism is predominant among the rules which guide him. 
To illustrate this, the receivers for a concern in a recent case 
refused, in having the statement of affairs made up, to recognize 
any liabilities except those which had been incurred since their 
appointment. This presumably on the theory that other liabili- 
ties were not operative against the receivers until proof of claim 
had been filed. 

No importance attaches to the statement that the construction 
work contains night work paid for at double time. It is a mat- 
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ter of interest, however, in this connection to note that the high 
cost of street railway construction work in New York City as 
compared with other cities is due to the fact that it was done 
almost entirely at night when the traffic is lighter. 

The first step in the solution of the problem consists in setting 
up a working sheet, taking as a basis the balance sheet. Since 
inserting and completing the working sheet at this point would 
tend to detract from the demonstration its presentation will be 
deferred until after the journal entries have been given. 

The first journal entry would consist in writing down 
the cost of road and equipment. Following this would come 
the entries setting up the receiver’s certificates, the applica- 
tion of the proceeds of same, the operating transactions and the 
entries bearing on the refunding. If such journal entries are 
applied to the working sheet there will result the figures for a 
statement of income and profit and loss and a balance sheet 
reorganization, the latter only being required by the problem. 


GING. 40.000 ncunkin knees nse enetiee $ 1,750,000.00 
"FO Ce OE GE banca ccdkatusvinses $ 1,300,000.00 
Cost of equipment ............. 450,000.00 


To write down the cost of road and 
equipment accounts to the appraised 
value of the respective assets. 


Cah 2... cccccccccccrccccccscossscessoesess 487,500.00 
Discount on receiver’s certificates ......... 12,500.00 
To Receiver’s certificates ........... 500,000.00 


For $500,000 receiver’s certificates 
bearing interest at 5% issued May 1, 
1912, and sold at 97%. 


ee ee ree aoe 400,000.00 
DEO WII oo ook sos ccccunn ced eencs teReee 50,000.00 
Interest accrued on notes payable............ 500.00 
We GUD dos ccncasemcucmenesnmeaned 450,500.00 


Disposition in part of funds realized 
through the sale of receiver's certifi- 


cates. 
eas id tbhsdccncvarassdeeraee eee 411,314.33 
Ese from. Ger BOGE ..5 0s acccvusacacuesece 125,417.82 

To Operating income .............. 530,732.15 
COUN xv cdcanenitianssiksbidedsenen a coe 126,286.25 

To Due from other lines ........... 126,286.25 
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Operating expense ..... seccececceceseccence 
To Due connecting lines ........... 

EC A ee 
Ne ee 
RRR IES SRS Ca ear i ine 
A a cea ak 
ee NS ok cekiasadscnce 

oo ERS a ee rer 
To Wages accrued (new) ......... 
es ee canksiale atiemind 
CD GOOD oo c5s ks cnascdcesenss 
EE SERRE EE CA ae ee 
To Salaries accrued (new) ......... 

SE nosth Toke ceuwemesacetieden 
Administrative expenses ............-eee00: 
EE Sa giddeks toad io einaadibemaes 

Profit and loss ...... pe ceeccevcccecesesesoce 
To Organization expense .......... 
Injuries and damages during 
SEED an cncdecccwacocweea 

SIND os cake ewes 
To Construction material .......... 
SED i ncoacadiscceeens 

Cost of road ........ poneteseseaecocencccece 
To Construction work ............ 
I a a a dig ee ay 
To Interest accrued on receiver's cer- 

SENS sats Ga nuarcawanwen sane ° 


Interest on $500,000 for two months 
at 5%. 


il a ek 


To Interest accrued on first mtge. 
NE ois bhp padcgind-enad 


Interest on $2,000,000, for six months 
at 6% ($60,000) less interest accrued 
on same to April 4 ($31,250). 


Preferred capital stock unissued ............ 
Common capital stock unissued ............. 
First mortgage 5% bonds unissued ......... 
To Preferred capital stock authorized 
Common capital stock authorized 

First mortgage 5% bonds au- 

a iO re 


Increases in stock and bond issues 
authorized for refunding purposes. 
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302,517.64 


175,328.15 
15,000.00 


14,500.00 


10,000.00 
25,500.00 


19,961.23 


44,961.23 


4,166.66 


28,750.00 


3,000,000.00 
4,000,000.00 
5,000,000.00 


145,843.29 
156,674.35 


175,328.15 


15,000.00 


5,650.00 
8,850.00 


8,000.00 
27,500.00 


12,375.00 


5,000.00 


2,500.00 


7,525.00 
12,430.23 


44,961.23 


4,166.66 


28,750.00 


3,000,000.00 
4,000,000.00 


5,000,000.00 
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Since there are numerous theories concerning the handling 
of the refunding entries they had better, perhaps, be deferred 
until after they have been discussed. The following tabulation 
will show at a glance the whole situation: 





Received Issued 


Securities | Cash 5% bonds | Pfd. stock | Com. stk. 








Receiver’s certificates | $ 500,000 $ 500,000 
First mtge. 6’s....... 2,000,000 2,000,000 $ 600,000 
Preferred stock ...... 2,000,000] $200,000 $2,000,000] 2,000,000 
Com. stock, $1,000,000 

12,000 988,000} 222,300 988,000 























$5,488,000] $422,300!| $2,500,000] $2,000,000} $3,588,000 





From the above it appears that the securities issued are as 
follows: 


OD OE: oc nncdncssentesesnhessnecedaagmeneee $2,500,000 
PUREE GOUEEE ik is icccdccedgeedéstanedenesscomete 2,000,000 
CR PIE ik bk. i discekcnddvesdsemeseee 3,588,000 $8,088,000 
While there has been received: 
ee Tee $ 500,000 
Ue CN Eg onde knee dd insetcdsecnckueeel 2,000,000 
iy. Ee er er ere er rrr re 2,000,000 
COU HEE kc dnind sdccccounehscdeseees eee 988,000 
CE asin cibsncbacunedseussnemes odes t eee 422,300 5,910,300 





Showing an excess of securities issued over 
securities and cash received of ............... $2,177,700 


The disposition of this amount then becomes the question 
of interest. Five ways suggest themselves, namely, charge either 
cost of road; franchise; reorganization expense; treasury bonds 
and stock (distributing the amount appropriately over the various 
securities to which it pertains and carrying it along with the 
bonds and stocks as treasury securities); or, surplus (deficit). 
To charge cost of road or franchise would be decidedly out of 
the question under the circumstances. The expense is one inci- 
dent to raising capital and has not enhanced in any way the value 
of the property. To charge the surplus amount, which at this 
point would be showing a deficit, would clear the matter out of 
the way and allow the company to start afresh with a full knowl- 
edge of a deficit, the size of which would be appalling. On the 
other hand, the expense may be looked upon as attaching to the 
acquisition of the old bonds and the stock and should therefore 
increase the cost of such securities. To do this would be to 
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defer the day of reckoning since when the stocks were sold, if 
they ever were, the company would be obliged to show a heavy 
loss on them. Obviously, the only thing remaining to do is to 
charge reorganization expense and write the account down over a 
period of years. Either this or charging it to surplus immediately 
seems to be the most desirable of the five ways offered with 
preference for the former. In this way the expense is spread 
over a period of years and since the benefits of refunding, if 
experience proves the scheme to have been a judicious one, will 
accrue over period of years, justice will be more or less consist- 
ently meted out to a changing list of stockholders. Not for- 
getting, of course, that no dividends will be paid until the deficit 
resulting from the revaluation of the assets has been obliterated. 
The entry, therefore, in accordance with this line of reasoning 
is as follows: 


EEL POET EOE $ 500,000 
i ois ceoveacnonescueeesen 2,000,000 
REA ee 
re .. .. . + cn sce detegensedieanenhs 988,000 
ks wre wae b gach ada’ oarnn Sete 12,000 
i is 6 on oa «acdc pads doc G names Ku aee eK 422,300 
ee hk 
To first mortgage 5% bonds unissued ....... $2,500,000 
Preferred capital stock unissued......... 2,000,000 
Common capital stock unissued ......... 3,588,000 
Non-assenting common stock ........... 12,000 


There is nothing in particular gained in this case by setting 
up the non-assenting common stock further than to brand as it 
were the minority stockholders who have refused to become a 
party to the reorganization. Sometimes the procedure with re- 
gard to reorganization is different, an entirely new company 
being organized and the securities of the old company exchanged 
for those of the new. In such a case certain stockholders who 
refuse to exchange may not be ignored and their stock is carried 
on the books of the new company as non-assenting stock. The 
position of a stockholder who does not care to send good money 
after bad is a peculiar one. Nothing can compel him to exchange, 
neither will anything permit the company to ignore him. He is 
therefore carried along by the company with such stigma as 
“non-assenting stock” implies. 

In bringing about the exchange of receiver's certificates and 
bonds it is probable that the interest would have been adjusted 
up to July 1. The following entry is, therefore, in order. 
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Interest accrued on receiver’s certificates .......... $ 4,166.66 
Interest accrued on first mortgage 6’s ............... 60,000.00 
RE 2a ee eee ee $64,166.66 


At this point the working sheet may be prepared. It is shown 
in its entirety * even though the problem does not require an 
income statement, in order that the figures may be tied up. 
Unfortunately nothing is said in the problem about the interest 
on notes receivable and payable so that it cannot be accrued at 
this time. 

From the working sheet a balance sheet may be prepared.} 
It has been dated July 31, 1912, in order to leave no question 
as to its having been prepared after the reorganization, since no 
date is given in the problem. Since this is an arbitrary date 
no cognizance has been taken of accruals for the month of 
July. 

ProsLEM No. 21-A (PRACTICAL) 


From the text of Problem No. 21 prepare a statement of 
affairs and deficiency account after the receiver had taken charge 
and secured appraisals and estimates. 


*See pages 242 and 243. 
+.See page 241. 
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New York C. P. A. Examinations 
University of the State of New York 
35TH AccouUNTANT EXAMINATION 
THEORY OF ACCOUNTS 
Tuesday, June 24, 1913—9:15 a. m. to 12:15 p. m., only 


“The regents of the university shall make rules for the examination 
of persons applying for certificates under this act, and may appoint a 
board of three examiners for the purpose * * *” 

Laws of 1806, ch. 312, sec. 2. 


Answer ten questions but no more, selecting at least two questions 
from each group. Answers in excess of the number required will not 
be considered. Do not repeat questions but write answers only, desig- 
nating by number as in question paper. Check the number of each one 
of the questions you have answered. Each complete answer will receive 
ten credits. Papers entitled to seventy-five or more credits will be accepted. 


Group I 

1. State the principles that underlie the mechanism of the statement 
of resources and show their application. 

2. Show kow the proprietor’s account, under the theory of single entry, 
may be so kept that in a small business where the cost of goods sold is 
easily determined, the net worth of the business may be known at any 
time. 

3. In the business of a factor what does the balance of sales account 
represent? Why? 

4. In formulating a profit and loss statement for manufacturing con- 
cern in which factory rent is an element, under what classification would 
you allocate it in order to be economically sound? 

5. Outline the theory of accounts pertaining to the business of a com- 
mission merchant. 


Group II 


6. Overhead factory expenses are sometimes computed on the basis 
of labor, sometimes on the basis of material and sometimes on both; at 
other times the expense is computed on the machine hour basis. Why 
are these arbitrary methods adopted? 

7. What knowledge must a transfer agent possess in order to safe- 
guard his company in the transfer of its certificates of stock? 

8. Overhead factory expense is computed on the hour basis in a 
paint shop with unskilled labor and in a machine shop with skilled labor. 
How would such application affect cost? 

9. Distinguish between simple and compound interest as generally un- 
derstood and in the latter case between nominal and effective rates. 
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10. Explain what is understood by an arbitrage and cite an example. 


Group III 

11. Indicate three different ways through which the foreign indebted- 
ness or claim of a New York merchant may be liquidated. 

12. Explain by means of a diagram the theory of foreign exchange, 
comprehensively showing transactions of equivalent value between R & S 
importers and exporters respectively in New York and D & G importers 
and exporters respectively in Berlin. 

13. In a manufacturing establishment what would you consider the 
essential factors to be borne in mind when making provision for depre- 
ciation? Explain the annuity method of providing for the same. 

14. Explain six different ways of apportioning depreciation charges 
from year to year and point out clearly their distinguishing features. 

15. A large hotel is furnished on the instalment plan. Explain, giving 
reason, whether the question of interest is of importance to (a) the 
seller, (b) the buyer. 


University of the State of New York 
35TH ACCOUNTANT EXAMINATION 
PRACTICAL ACCOUNTING—PART I 
Tuesday, June 24, 1913—1:15 to 4:15 p. m., only 
The practical accounting paper consists of part I and part II 


“The regents of the university shall make rules for the examination 
of persons applying for certificates under this act,, pat may appoint a 
board of three examiners for the purpose * * 

Laws a 1806, ch. 312, sec. 2. 


Answer two questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write an- 
swers only, designating by number as in question paper. Check the 
number of each one of the questions you have answered. Each complete 
answer will receive twenty-five credits. Papers entitled to seventy-five 
or more credits will be accepted. 


1. The Allen Automobile Co. assembles cars on orders only. The 
following is a synopsis of its factory activities for a given period: 


I OD, 6 «ibn ckn ene cba titebiah GOR eeREtebndebanssx00ete $ 65,000 
Parts manufactured (material cost) .......cccccccccccccccccccs 225,000 
Productive labor (125 per cent of material) ..................0.- 281,250 
DP GED cdcecsscccccvescseceesccvvesdesesicsecoesscvccan 451,200 
Cost of cars: 
ND EE CUED acdc cndsccsoterricccerssstuaséeces 55,000 
ee ne rrr 75,000 
Productive labor (145 per cent of material) ................-. 188,500 
EE GED ncc.cctecerwacunvbeehesuscecenscceserussennes 226,200 
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Material on hand, unmanufactured .............cccccccceccccccs 200,000 


Create a technical trial balance of the cost ledger and an inventory of 
the stock room. 

2. A French merchant having a debt of £10,000 to liquidate in London 
in 45 days, desires to know where it would be the most advantageous for 
him to purchase English money, in Paris, Amsterdam or Berlin. 

The market quotations in the respective places on a certain given date 
reveal the following: 


Paris Frs. 
es ey 0 BG as vcss sé e'sacncnctnbdbandivars 25.275 less 6% 
PE BG BED MIBK 6 cic cccciccccdesesscscenass 205 and4% 
EE I Oe OS bbs Sideicccnescianadnecvietaben 1214 and4% 
Amsterdam 
Guilders Disc. in London 
OE OR 0b GRID: snes coikdadnnscviastabidincsieiane 6% 
Berlin 
Reischmarks Disc. in London 
SE OB TS ik a iiinn Cadden tb cade ee 6% 


Prepare the required statement, ignoring all banking charges and sell- 


ing commissions. 
3. The following is the trial balance of Oliver and James, Agents, 


Buffalo branch, December 31, 1912: 


DR TE GED 9.6-060cceccccccncndnsguasassoebebenel beeen $2,500 

EE CS ok 5 i6k cs ck kdacdaueesseee heise kee $3,000 

eC Oe WEE Accansccadea@esbeabuansacewas die aeawantae nee 2,500 

ND - cn niknn.c06es6000600000b0beekhenbnsnnnesahensehaeen 800 

ES WOGUUEE oo occkcscenssdnndneaddsssaesneniai 3,800 
$6,300 $6,300 


Inventory $2,000. 


From the above data make the journal entries to adjust the New York 
books. 


University of the State of New York 
35TH ACCOUNTANT EXAMINATION 
PRACTICAL ACCOUNTING—PART II 


Wednesday, June 25, 1913—0:14 a. m. to 12:15 p. m., only 


“The regents of the university shall make rules for the examination 
of persons applying for certificates under this act, and may appoint a 
* 


board of three examiners for the purpose * * 
Laws of 1806, ch. 312, sec. 2. 
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Answer two questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write an- 
swers orfly, designating by number as in question paper. Check the 
number of each one of the questions you have answered. Each complete 
answer will receive twenty-five credits. Papers entitled to seventy-five 
or more credits will be accepted. 


4. William Pitt and John Fox, merchants with offices in Manchester 
and New York, equally interested in a business venture, decide to dis- 
solve the partnership as at December 31, 1911, at which time their financial 
position is as follows: 


Accounts receivable uncollected ..............ccccccccees £4,000 = $19,480 
IN SS EEL ERT er £ 100=> 487 
FARGOUAD GOPGRIS WTIEUIGRIEE ooo ccc ccc ceccsceese vec £ 9go0o= = 4,383 


The accounts had been kept in dual currency. 

Pitt acts as liquidator and takes over the business, agreeing to pur- 
chase the furniture at a 10 per cent reduction as at January I, 1912, and 
to allow on the same date to Fox £600 = $2,922 for his share of the 
goodwill. 

The accounts receivable are collected on the following dates: 


(ee: £1,000 = $4,870 April 23/12 ...... £ 100=$ 487 
errr £1,600 = 7,792 October 8/12 ...... £1,200 = 6,844 


The balance is uncollectible and considered lost. 
The accounts payable are liquidated in full as follows: 


March 11/12 ...... £ 100=$ 487 April 20/12 ...... £ 200=$ 074 
May Be £ 300= 1,461 October 26/12 ...... £ 300= 1,461 


After deduction of the payments made, the net receipts are realized 
on a certain average date (to be determined) from the date of dissolution. 

Pitt advances to Fox £1,000 = $4,870 on March 31, 1912, and pays 
him the balance on January 1, 1913, with interest at 6% per annum. 

Prepare an account current in English currency only (calculating in- 
terest at above stated rate) as Pitt shall render to Fox, disclosing the 
amount due the latter as at January 1, 1913. 


5. A & B are partners owning two retail stores, one in Paterson and 
the other in Newark. They agree to dissolve partnership as of July 1, 
1912. The two stores are valued July 1, 1912, as follows: Paterson, 
$4,573.50; Newark, $3,600. On this basis B contemplates purchasing A’s 
interest. On being furnished with the following data, B requests you 
to inform him if the inventory of the Paterson store January I, 1912, was 
correct as A claims: 


Value of the alleged inventory January 1, 1912, in the Paterson 


OE EEE ES ee OO EP OO LTE EOE $3,800.00 
Purchases for both stores, January to July, paid for ............. 5,128.80 
Due to creditors on account of both stores, July 1 ...........--. 1,500.00 
ee CN se Sibe whe bnbbbna seen aciaacamde ened 1,875.00 
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Coch aelan. Dabement: GRADE. iis vin 0 oso 0555 5ni ete REscae em bende 3,105.00 
Purchases, Paterson store, January to July ............seeeeeees 3,325.00 
Profits 50 % of sales. 


Prepare a statement proving whether or not the inventory of the Pat- 
erson store January I, 1912, was correct as stated. 

6. Prepare a plan of a depositor’s ledger for a trust company that 
allows 2% interest on daily balances. Incorporate in this plan the fol- 
lowing particulars exemplifying X’s account: 

Deposits—July 1, 1911, $5,000. October 1, $50. Nov. 1, $60. April 1, 
1912, $50. May 1, $60. July 1, $4,807.78. July 1, $2,045. August 1, $100. 
Nov. 1, $120. 

Withdrawals—July 1, 1911, $4,245. July 1, 1912, $7,103.30. 


University of the State of New York 
35TH ACCOUNTANT EXAMINATION 


AUDITING 


Wednesday, June 25, 1913—1:15 to 4:15 p. m., only 
“The regents of the university shall make rules for the examination 
of persons applying for certificates under this act,, ,and may appoint a 
* 


board of three examiners for the purpose * 
Laws a 1896, ch. 312, sec. 2. 


Answer ten questions but no more, selecting at least two questions 
from each group. Answers in excess of the number required will not 
be considered. Do not repeat questions but write answers only, desig- 
nating by number as in question paper. Check the number of each one 
of the questions you have answered, Each complete answer will receive 
ten credits. Papers entitled to seventy-five or more credits will be accepted. 


Group I 

1. A, engaged in the jobbing business, enters into a copartnership 
agreement with B, the terms of which are in substance as follows: B 
is to share in the gains and losses of the business at the ratio of 37%%, 
which is in proportion to his investment of $6,000. A is to act as general 
manager, cashier, etc., and is to render an accounting to B at the end 
of every six months. The books are kept by single entry. They are 
daybook, check book, provided with proper columns and space for de- 
posits, drawings and particulars, and a general ledger kept in accordance 
with the purpose of single entry. All moneys received or paid pass 
through the bank. You are engaged to render the accounting to B at 
the end of the first six months. State what information you would con- 
sider necessary to convey to B and how you would proceed to obtain it 
from the material at hand. 

2. What are the chief points to which attention should be directed in 
dealing with fluctuating currency in the books of accounts of merchants? 
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3. An auditor, on completing an investigation of the affairs of an 
importing house, certifies that the accounts are correct as recorded in 
the books. Would you criticize this certification? If so, why? 

4. An importer of automobiles receives shipments in accordance with 
bona fide orders placed against six months’ acceptances with interest. 
He stores the merchandise in bonded warehouses subject to withdrawal. 
At the end of the fiscal period it is customary to omit from the inventory 
such warehouse goods as are left and also the acceptances unpaid. In 
being asked to certify the statement of conditions at a given time, how 
would you deal with this state of facts? 

5. A, B and C are equal partners, each having subscribed $5,000 to the 
partnership. A pays in $3,000, leaving $2,000 still due the partnership on 
his capital account. It is agreed for the present that this $2,000 can re- 
main unpaid, provided A pays interest on same, which he does. Later a 
dispute arises as to how this interest shall be credited. A claims that it 
should be included with the earnings of the business, the profits of which 
are to be divided equally among the three partners. B and C claim that 
this interest should be divided between them only, as they fully lived 
up to their obligations under the partnership agreement, while A had 
only partially done so. To what account should the interest on the de- 
ferred payment be credited? 


Group II 

6. In auditing the accounts of a manufacturing firm, what salient 
features of the cost ledger should receive attention? 

7. In auditing the accounts of a manufacturing contractor, what 
manipulations of the cost accounts should the auditor anticipate, to guard 
against inflating profits? 

8. What common expedient is resorted to by manufacturing contractors 
to hide their losses in the cost ledger? 

9. In auditing the accounts of a factor, what equitable method should 
the auditor employ to ascertain the amount of interest due to or from 
the consignor with respect to the account sales? 

10. What documentary evidence would you require to prove the ac- 
ceptance of bills payable by a factor, against goods in transit? 


Group IIT 

i1. What method would you adopt to prove the outstanding certificates 
of stock to be correct as represented on the transfer ledger? 

12. The value of the lease of a piece of property for 20 years, with 
privilege of renewal for a like period, is carried on the books at its 
value in fee simple. Would you pass this unnoticed? If not, why not? 

13. In the books of a manufacturing corporation whose accounts you 
are investigating for creditors, you learn from outside sources that ac- 
counts assigned to a discount company have been concealed. Explain 
how this may have been done and the methods you would pursue to de- 
tect it. 

14. Three corporations are to be merged. In examining the records of 
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Corporation B formed three years previously with an authorized capital- 
ization of $250,000, you find the entire capital stock carried on the books 
as fully paid in. The facts you ascertain are as follows: 

There are three directors, X, Y & Z, composing all the subscribers to 
the stock. The payments have been received at a directors’ meeting 
with all present. X subscribed for $100,000 worth of stock and paid all 
in cash; Y subscribed for $75,000 worth of stock and paid $50,000 in 
cash and a note of $25,000 on demand; Z subscribed for $75,000 worth of 
stock and paid $25,000 in cash and a note of $50,000 on demand. 

These notes are carried among the assets and are still unpaid at the 
time of your examination, no interest having been collected. Y and Z 
cannot make good. In preparing a report on this state of facts what 
recommendations would you make and why? 

15. In auditing the books of a concern you detect the following: 

A customer paid $100 in currency on account of a debt and returned 
$10 worth of merchandise. The entry in the cash book records a receipt 
of only $90 and the return book a return of $20. The money not properly 
accounted for was taken by the bookkeeper. In reporting these facts 
state where in this transaction you find a defalcation, a fraud committed 
or an embezzlement. 


University of the State of New York 
35TH AccOUNTANT EXAMINATION 
COMMERCIAL LAW 


Thursday, June 26, 1913—9:15 a. m. to 12:15 p. m., only 
“The regents of the university shall make rules for the examination 
of persons applying for certificates under this act,, and may appoint a 
board of three examiners for the purpose * * 
; Laws is 1896, ch. 312, sec. 2. 


Answer ten questions but, no more, selecting at least two questions 
from each group. Answers in excess of the number required will not 
be considered. Do not repeat questions but write answers only, desig- 
nating by number as in question paper. Check the number of each one 
of the questions you have answered. Each complete answer will receive 
ten credits. Papers entitled to seventy-five or more credits will be accepted. 
Group I 

1. A sends to B, in settlement of an undisputed account amounting 
to $1,000, a check for $850, bearing the inscription “In full payment of 
account.” B deposits the check in his bank for collection but credits 
A’s account only with $850. Is A liable for the balance? If so, why? 
If not, why not? 

2. A received from B an order in writing to ship a barrel of paint 
“via New York Central” to Rochester. When the barrel reached destina- 
tion it was empty. Can A recover from the railroad for the value of 
the paint? Explain. 

3. A stores goods with B, a warehouseman. The goods are stolen from 
the warehouse without negligence on the part of B. Is B liable for the 
goods? If so, why? If not, why not? 
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4. A makes a promissory note in favor of B for $100, payable in one 
year after date at 4%. The note is dishonored at maturity and nothing 
is paid on it for two years. How much is due? 

5. A guaranteed the performance of a contract by B. The contract 
was, however, performed by B & Co., a firm of which B was a member. 
On the breach of the contract the creditor brought action against A on 
the guaranty. Is A liable? Explain. 


Group II 

6. A steamboat owned by a corporation and not insured by it, is in- 
sured by D, a stockholder, in a reputable company. Subsequently the 
steamboat is destroyed by fire. The insurance company refuses to pay D, 
claiming that he, D, has no insurable interest. Is D’s claim collectible? 
Explain. 

7. A owns several coal yards; he puts B in charge of one of them 
with instructions to hire only a certain number of men. B hires more 
than this number of men. Is A liable for their wages? Explain. 

8. With what provision of the law must one comply in order to con- 
duct a general mercantile or manufacturing business in this State in a 
fixed location as agent for another? 

9. A invested $5,000, B $1,000 and C his skill in a partnership. After 
settlement is made with creditors it is found that the firm has lost $1,000 


and in addition A has loaned the firm $1,000. How would you close up 
the partnership? What amounts are due the partners respectively? 
10. When may a special partner lawfully receive interest on the cap- 


ital contributed by him? 


Group III 

11. Among the assets of a corporation are several notes from sub- 
scribers in payment of an instalment of capital stock after it has been 
called in and payment required. What liabilities does this impose on the 
directors ? 

12. A is the bona fide holder of a note for $1,000, payable three months 
after date and made by the N company, a domestic corporation. The 
note is executed by the proper officers of the corporation, who are author- 
ized to do this by the board of directors, and is to bear interest at the 
rate of 10%. Is the corporation liable on the usurious note? If so, for 
how much? If not, why not? 

13. A piece of real property covered by a mortgage is insufficient to 
satisfy the mortgage debt. With respect to other creditors, what rank 
does the mortgagee have for the balance due him on the personal prop- 
erty of the mortgagor? 

14. Give the order of payment to creditors of an insolvent corporation? 

15. (a) What claim, if any, have stockholders as against other cred- 

itors on funds set aside for payment of a dividend declared 
payable? 

(b) What claim, if any, have they on the general assets of the cor- 
poration when no specific funds have been set aside? 
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American Association of Public Accountants 


TENTATIVE PROGRAMME FOR ANNUAL MEETING 
CoM MITTEES 


General Committee: Harvey S. Chase, Chairman; Amos D. Albee, 
Gerald Wyman, Walter C. Wrye, Secretary. 

Reception and Registration, Walter C. Wrye, Chairman. 

Ways and Means, Gerald Wyman, Chairman. 

Transportation, Augustus Nickerson, Chairman. 

Entertainment, Edward L. Pride, Chairman. 

Historic Boston, Amos D. Albee, Chairman. 

Banquet, J. Edward Masters, Chairman. 

Papers and Speakers, Harvey S. Chase, Chairman. 

Publicity and Printing, George L. Bishop, Chairman. 

Ladies’ Reception and Entertainment, F. R. C. Steele, Chairman. 

Waldron H. Rand (ex-officio), Pres. Certified Public Accountants of 
Mass., Inc. 

PROGRAM ME 


Sunday, September 14—Reception committee and members of general 
committee will be at the Copley-Plaza Hotel to receive delegates and 
visitors. 

Monday, September 15—1I0 a. m. Opening of Headquarters at Copley- 
Plaza Hotel. 11 a. m. Meeting of trustees. 4 to 6 p. m. Reception by 
president, officers, and ladies (light refreshments). 8 p. m. Musical 
recital and informal dance under charge of entertainment committee. 

Tuesday, September 16—10 a. m. Meeting of Association at Copley- 
Plaza: Appointment of credentials committee; president’s address; sub- 
mission of delegates’ appointments and report thereon; regular business. 
I p. m. Adjourn for lunch provided by the Massachusetts society. 2:30 
p. m. Meeting of Association continued; trustees’ report; committees’ re- 
ports; etc. 5 p. m. Adjourn. 8 p. m. Meeting of Association continued ; 
further business; reading of one paper and discussion. 8 p. m. Enter- 
tainment of visiting ladies by ladies of the Massachusetts society. 

Wednesday, September 17—10 a. m. Meeting of the Association con- 
tinued; election of officers. 12:30 p. m. Adjourn for lunch under the 
auspices of the Boston Chamber of Commerce or other civic organization. 
2:30 p. m. Harbor trip, to be arranged by historic Boston and outings 
committee. 8 p. m. Meeting of the Association continued; reading of 
two papers and discussion. 

Thursday, September 18—10 a. m. Meeting of the Association con- 
tinued; business continued; reading of one paper and discussion. I p. m. 
Adjourn. Meeting of Trustees. 2:30 p. m. Final session of Association 
and installation of officers, followed by tour of historic Boston and Cam- 
bridge in sight-seeing automobiles. 7 p. m. Banquet at the Copley-Plaza. 

Friday, September 19—Annual golf tournament, tennis, and sports at 
Braeburn Club, Newton. 

The above programme was adopted at the meeting of the committee 
held Wednesday, May 21, 1913. Again approved May 26, 19013. 
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Cost of Prison-Made Goods 
Seattle, Wash., July 19, 1913 


Editor, The Journal of Accountancy: 

Sir: The board of control of the state of Washington is about to 
face a rather interesting situation which emphasizes the advisability of 
asking the advice of the accountancy profession when principles of ac- 
countancy are involved. 

Obviously for the purpose of establishing an effective competition 
against what the farmers call “the sack trust,” a law has been passed 
providing that a price of grain bags produced in the state penitentiary 
be established that will ensure a profit for the state of not more than 
121%4%. After selling more than two million bags at eight cents a piece, 
the superintendent of the penitentiary desires to know whether or not 
the state has made the required profit, and he has called upon the board 
to solve the problem. The cost of the bags, without considering “labor,” 
was $.058 apiece, showing a profit of $.022, equal to 38%, but if labor, 
based on the average cost of maintaining the prisoners, be included, the 
cost of each bag was $.0829, and on this basis the state lost money. It 
would, however, he says, be necessary to maintain the prisoners whether 
they make bags or not, and the question now is whether or not this charge 
is part of the cost. 

It will be interesting to learn the conclusion of the board before the 
price for next year is established. 

Yours truly, 
WILHELM JENSEN. 





Incomplete Audits 


Editor, The Journal of Accountancy: 

Sir: In the July issue of THe Journat, Mr. L. R. Roserts, of Tacoma, 
Wash., asks us of what value we consider an audit that does not analyze 
the most vital part of their client’s business. We, of course, do not 
lay much stress upon an audit that does not go thoroughly into each 
phase of any business. 

In reply to the question why we allowed a secretary to dictate that 
we should not go into the merchandise account more thoroughly than 
we did, the secretary was given the power by the president to act in his 
capacity during his absence and we were compelled to act in keeping with 
his wishes or stop the work. We did not like to omit going thoroughly 
into the merchandise account but there was no alternative for us. 


254 
































Correspondence 


We heartily agree with Mr. Roserts in his idea, which is to build up 
the profession to the point where no one will dictate to you what you 
shall or shall not do, but this is an impossibility, for there are times 
you are called in to do certain specific things and if you attempt to do 
other things you will incur enmity on account of not abiding by the 
client’s wishes. In such cases, we always call particular attention in 
the text of our report to the fact that we were employed to do certain 
things and that we had done these and no more. 

The reason the president of the wholesale grocery house, that we re- 
ferred to, was surprised to find the merchandise account had not been 
thoroughly checked was as stated in our previous article. This brings 
to mind, and plainly so too, defective or deceptive auditing. We in this 
territory have to suffer, like accountants in all other cities, by reason of 
quack accountants. Good lawyers, doctors, in fact men in every pro- 
fession have to bear the burdens of those that are careless and wilfully 
misrepresent facts. 

Yours truly, 
O. R. Ewine & Company, 





Interest and Cost 


Editor, The Journal of Accountancy: 

Sir: It is constantly borne in upon me that no profession is exact. 
Two physicians of equal prominence may diagnose a disease in the same 
general way but they will prescribe different treatment. Two lawyers 
of repute on opposite sides of a case in a court room will interpret the 
same law in the interest of their respective clients. And I note by the 
discussion in your JourNAL relating to the treatment of interest in manu- 
facturing business that even accountants of note are not agreed on this 
point. 

If X represents the cost of manufacture and Y represents the general 
expenses and Z represents the selling expenses it is manifest that X plus 
Y plus Z will equal the total costs of doing the business, and it is per- 
fectly immaterial as a practical matter whether the interest included in 
these costs is put in one or another of the divisions so far as the net 
profit of the business is concerned; and the treatment of interest would 
not make one iota of difference in the price to be put upon the article 
manufactured in order to produce a net profit at the end of a term. Nor 
would the inclusion or exclusion of interest as regards the manufacturing 
costs make any appreciable difference, if any difference at all, in the net 
profits of a business for a series of years, although there might be a slight 
difference in the showing as between individual years according to whether 
any portion of the interest charged were included or not in the price 
of goods in process or of finished goods in stock at the taking of an 
inventory. Even this item would undoubtedly regulate itself when taking 
several years together. 
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It is therefore manifest to me that the question is merely an academic 
one, and treated academically I should say that interest on capital invested 
in a factory or its equipment is of the same nature as a rental and should 
be allowed for as a charge against the factory account and a credit to a 
special interest account on the books of a manufacturer owning the 
property, against which payments actually made for this kind of interest 
should be charged, but I would recommend “going slow” about declaring 
a dividend out of such a credit balance on an interest account. 

In offering this suggestion, it may be that I go even further than 
those contributors who have claimed that interest paid should be charged 
against cost production, because I include as a cost interest which has not 
been and never will be paid except through bookkeeping entries. In fact, 
I claim that the cost of manufacturing goods should be charged with at 
least 5 per cent interest on the actual cost of that portion of the factory 
property, including tools and machinery, used for the actual production 
of such work, also including the space occupied for storing material 
necessary in manufacture and all of the goods being manufactured up 
to the time of completion, but not including raw materials purchased specu- 
latively. Interest paid or computed for any other purpose than this 
should in my opinion have no place in a charge against production, but 
should be included in the general expenses. A credit interest balance 
such as I have described will be useful for a comparative statistical state- 
ment of businesses of the same character, but inasmuch as it would not 
really be a cash outlay it might be available to draw upon if all the other 
profits or surplus accounts were exhausted. 

By this method, some of the results as to profits would depend upon 
the business judgment shown in purchasing a factory in the first place 
or upon the ability of the manufacturer to negotiate a lease favorably. 
For, to generalize, if the total rental paid is less than the obvious costs 
of ownership it is a good stroke of business to rent, if one does not con- 
sider the quite speculative factor of a possible enhancement in the value 
of a property. 

Very truly yours, 
S. E. Sarcent, C.P.A. 
New York, July 8, 1913. 





Editor, The Journal of Accountancy: 

Sir: I have read with interest, the recent contributions to THE 
JourNAL on the question, “In a manufacturing business, shall interest on 
investment be considered as a factor of cost, or shall it be treated as a 
deferred charge against profits?” 

Stated another way, it seems to me that the proposition would be, 
“Shall interest be one of the factors determining price to the consumer?” 

Manufacturing is concerned with production, and in the science of 
accounting production is complete when an article is made and placed 
in the warehouse, ready for sale. But this is production only in a 
special sense. In the broader political economic meaning of the term 
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production is not complete until the article has reached the consumer. 
Goods, lying in the warehouse may as well not be produced, so far as 
the consumer is concerned, because they have not yet satisfied any human 
want. They must enter into the processes of exchange, and in so doing 
call forth the production of other things. Thus exchange becomes part 
and parcel of production. 

I understand capital to be accumulated wages, or wealth used to pro- 
duce more wealth, for there could be no such thing as capital without 
there first having been labor to produce it. The human element must, 
in some way, even though slightly, be identified with it before we can 
speak of it as capital, as distinguished from the natural opportunity. 

One of the most important phenomena in modern economic develop- 
ment is that under normal conditions increase of capital has led to or 
should lead to diminished cost of production and consequent lessening 
of price to the consumer. If the investment spoken of in the proposition 
is the property of the owners of the business, they have but contributed 
their own stored up wages (capital), or its equivalent. Under such con- 
ditions, they are able (other things being equal) to produce cheaper than 
one who has not these facilities. If we are in this case to burden the 
public with the difference in cost of production between the improved 
method brought about by the use of capital on the one hand, and the 
primitive hand labor method on the other, what particular advantage or 
even incentive would there be for making the improvement? 

On all sides we hear it asserted that such and such a large concern 
can undersell a smaller one because the former can produce in much 
larger quantities, by reason of the fact that it has much greater capital 
facilities. 

The owners of the investment mentioned above receive their reward 
through a larger market, a better product, an increased production and a 
more frequent turnover of product. As a result of this their own in- 
come and material comfort is correspondingly increased. This to them 
represents the difference between the primitive and the improved. As 
the processes of labor become differentiated, the returns to them become 
greater because of an increased ability to satisfy an increasing demand. 
So that a dual phenomenon has made its appearance, viz., a diminished 
price to the consumer, and at the same time an augmented return to those 
immediately concerned in producing the thing consumed. 

Thus we can see that the investor has received the full and proper 
return for the advantage that he has had over his competitor. And this 
is as far as it should go. If we allow it to overstep the line and enter 
into the region of price, all of that part which enters into price must 
come out of wages, or else wages would have to be increased in order 
to meet the increase in price. What would be the gain in a broad 
economic sense? The proposition, as originally stated, refutes itself. 

Now, taking another phase of the original proposition, viz., that the 
investment consists of borrowed capital, it would seem to me that I 
cannot charge the public with dividends or earnings upon capital, which 
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I have not invested. If I do so, somebody will be cheated. It would 
be no justification to conceal this increase in the cost records before 
arriving at the selling price. 

If we periodically charge the consumer with a fractional part of the 
investment, we admit that the consumer has an equitable interest in the 
investment. But we start out by denying this very thing. And again, 
if we charge interest on investment, so as to make it a part of price, why 
should we not also charge depreciation in the same way? 

The proposition suggests to me the artificial and false basis which a 
great deal of business has at the present day. I believe I have seen it 
stated that fully twenty billions of stocks and bonds in existence today 
represent no tangible investment whatever—nothing but water and wind. 
To tax the public with dividends and earnings upon this worthless stuff 
is a procedure against which I think accountants should take a firm 
stand. And yet there is very little difference between this and the orig- 
inal proposition of taxing the consumer with an element in the cost of 
production which is properly a charge against the real or nominal owners 
themselves. 

I believe in the dollar for dollar basis, with one hundred cents to the 
dollar. This may sound old fashioned, but I don’t think we will go very 
far astray if we advise our clients according to this standard. 

Very truly, 
Billings, Montana. Gro. T. Watts. 





“Certificate Qualified” 


Editor, The Journal of Accountancy: 

Sir: As a subscriber to THE JourNAL oF ACCOUNTANCY, and a con- 
stant reader, when opportunity permits, I must commend you for many 
of the excellent articles and editorials which are constantly appearing 
in the Magazine. 

Far be it from me to endeavor to bring before you experience of a 
personal nature, except that it might be of a value to the profession. 

Your editorial in the August number Certificate Qualified brings out 
a very strong point in connection with our work, which it has been my 
privilege to experience within the past seven months. Referring to the 
first paragraph on page 122, I had the opportunity of going into an office 
and certifying to a statement from the books of the corporation, but 
the request and conditions connected therewith were such that I would 
not have the opportunity to verify the figures, or in other words, make 
an audit of the period reviewed; consequently I declined to do the work, 
and as was natural, lost the client. 

Not having become established in that locality to any great extent, 
I naturally felt the loss, but this did not change my mind nor affect me, 
as much as the information that a larger and longer established firm of 
certified public accountants accepted and performed the work which I 
refused to do. 
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From your article, and a professional standpoint, such action was any- 
thing but commendable, was it not? Again, if our profession is to be 
elevated, and a high standard maintained, why will such large firms 
“as they evidently seem to be” stoop to such low practice? 

I believe that if such experiences be brought to the attention of public 
accountants, a firmer and more independent stand will result therefrom, 
and more respect be given our statements when we refuse to do as 
was requested in the above case. 

Yours very truly, 
J. W. Hanks. 

La Crosse, Wis., August II, 1913. 





The Institute of Chartered Accountants of British Columbia 


The eighth annual meeting of the Institute of Chartered Accountants 
of British Columbia was held on July 21st, 1913. The membership now 
stands at forty-six. The council for the ensuing year consists of the fol- 
lowing: Alfred Shaw, president; W. E. Hodges, first vice president; 
A. H. Edwards, second vice president; Andrew Stuart, third vice presi- 
dent; George E. Winter, secretary and treasurer; R. W. Middleton, H. C. 
Chiene, C. H. D. Robertson, and A. H. Griffiths. 





The Society of Louisiana Certified Public Accountants 


At the annual meeting of the Society of Louisiana Certified Public 
Accountants the following officers were elected for the ensuing year. 

G. V. W. Lyman, president; R. C. Lloyd, vice president ; Paul Havener, 
secretary; Myron M. Goldman, treasurer; and Henry Daspit, member of 
the executive committee. 

G. V. W. Lyman was elected delegate and W. G. Taylor as alternate 
to represent the society at the annual meeting of the American Associa- 
tion of Public Accountants. 





Tennessee Society of Public Accountants 


At the annual meeting of the Tennessee Society of Public Accountants 
the following officers were elected for the ensuing year. 

W. A. Smith, president; J. G. Metz, treasurer; and W. T. Watson, 
secretary. 





North Dakota State Board of Accountancy 


The North Dakota state board of accountancy, appointed in July, con- 
sists of Walter Thompson, of Fargo; F. F. Cuthbert, of Devils Lake, 
and Frank L. McVey, of Grand Forks. 
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THE INFLUENCE OF ACCOUNTANTS’ CERTIFICATES ON COM- 
MERCIAL CREDIT, Edited by A. P. RicHarpson, Secretary, and 
published by The American Association of Public Accountants, 1913. 
Cloth. 99 pages. 50 cents. 

This book is of vital interest to every member of the accounting pro- 
fession in America. The opinions of more than eight hundred bankers, 
representing banks in all parts of the United States, are given concern- 
ing the desirability of accountants’ certification of statements furnished 
by prospective borrowers or note brokers. The book is concisely arranged 
and gives first prominence to the remarkably few opinions adverse to the 
growing tendency to require such certification. The book constitutes 
practically the report of a committee appointed by the American Associa- 
tion of Public Accountants, the national organization of the profession, 
to canvass the leading bankers of the country, on the subject of account- 
ants’ verification and certification of borrowers’ financial statements. 
Three thousand four hundred bankers, whose institutions have a capital 
of $100,000 or over, were addressed and certain questions were propounded. 

Eight hundred and forty-four replies were readily forthcoming and 
the same have been classified under five headings as follows: 


I i oa dc ccc pinld ed Gee aa a pie ew ema nW mm ttenenns aoe aad 121 
i a ah ie rate lr al ng Be ge ee 501 
ah eed CS ake hs 5 tous 5 cae gc cd: eT aes ae Ee a Oe 15 
I 0S cad apa hd balp AOR ERA odo 45S OU) RAR WE EE Rane EN 5 
I aio ad ding bd. vil a Wd SAE RA Ral ee ae a RN beled ae 202 

Sy ee eel See Pe» oot es eas Rees 844 


Of the “strongly opposed” replies, the opinion of one banker “I think 
it’s a proposition to magnify your own job” brings out into clear relief 
per contra the statement of Mr. Davin R. Forcan, President of the 
National City Bank of Chicago, as follows: “This is one of those happy 
cases which combines with the furtherance of your own interests as ac- 
countants the purifying and strengthening of the entire system of credits 
through which nearly all modern business is transacted.” Against the 
accusation of self advertisement, the profession submits its claim to 
recognition for reasons of general public policy, apart from the selfish- 
ness alleged. Generally speaking, the replies classified as “non-committal” 
are from bankers in small communities where their banking business is 
largely of a nature which does not bring the banker into touch with the 
advantages of certification and where intimate personal knowledge of the 
borrower predominates as a consideration in granting credit. 

The number of replies received will be considered gratifying by 
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members of the profession, all circumstances considered, and the nature 
of the replies which are given in the book is worthy of study by every 
public accountant seeking to extend the prestige of his profession. The 
strongly favorable letters of Mr. Davin R. Forcan, president of the 
National City Bank of Chicago, Mr. J. G. CANNon, president of the Fourth 
National Bank of New York and Mr. Jos. T. Tapert, vice-president of 
the National City Bank of New York, naturally overwhelm the very few 
expressions in opposition to the general proposition. Nevertheless, the 
reasons given by some of those who oppose the suggestion are such that 
the accounting profession should seek every means to prevent the spread 
of such views as are expressed by a bank of some importance in the 
Middle West, the president of which writes in part as follows: 


“On the other hand, frequent single failures are taking place, where 
the liabilities run into the millions, of firms and corporations whose state- 
ments have been audited and verified by so-called public accountants, 
while the actual condition of affairs bore no resemblance to the picture 
painted by the statement and the auditors’ verification thereof. We, there- 
fore, feel that until audit companies are required to have a certain fixed 
capital, an. are held personally liable in a substantial sum for losses 
incurred by reason of their misrepresentation of facts, and are required 
to give bond to cover such losses, the audit will be of little practical use. 
In the meantime, bankers and lenders of money will continue to grope 
around in the dark and make their own investigations, as they are doing 
now.” 


Also the following: 


“The most money this bank has ever lost has been in loans made on 
the basis of public accountant statements, or parties who claim to be 
public accountants or expert accountants. Within the last ten years we 
have suffered greatly by loans on these statements. In one instance we 
got about 33 cents on the dollar. 

“It seems to me if this public accountant business could be placed 
upon some sort of legal basis, with penalties attached for false and padded 
statements, it could be made of great benefit to banks, but many of these 
statements have been palmed off on the public as being made conscien- 
tiously, when in fact it appears that they were made only for the purpose 
of strengthening the parties’ credit, when they really did not deserve 
any sort of high rating, and were not even worthy of ordinary credit. 

“We are very highly prejudiced against these methods of loaning 
money, and would not loan money to anyone on a statement made by an 
expert or public accountant, where the parties are not known to us.” 


This letter indicates a lack of common information rather remarkable 
in any banker. Surely “this public accountant business” is on a “legal 
basis” and “penalties” are “attached for false and padded statements.” 

The criminal statutes of America would operate just as surely and 
result in similar conviction and sentence should an occasion ever arise 
where a public accountant corruptly and knowingly certified falsely, as 
did the English statutes in the case of Dumbells’ Banking Co. Limited, 
Special Court, at Douglas, Isle of Man, November 5 to 14, 1900. (Acct. 
L. R. 1900, p. 181.) 

The majority of the readers of THe JourNat are undoubtedly familiar 
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with the standard form of borrowers’ statement officially adopted by the 
New York State Bankers’ Association and the short form recommended 
by the American Bankers’ Association, reproductions of which are found 
on pages 217-220 of Montcomery’s Auditing, Theory and Practice. The 
verification of such statements by reputable certified public accountants 
should complete a most positive and trustworthy basis for the intelligent 
extension of credit by bankers. It is unfortunate that the reputable pro- 
fessional certified public accountant is confounded with “audit companies 
required to have a certain fixed capital.” 

If the American Association could convince its members that the time 
is fast arriving when the profession must put itself in a definite position 
practically to guarantee the acts and practice of recognized and qualified 
members of the profession, a long step will have been taken toward dis- 
arming all the opposition expressed in the few antagonistic letters re- 
ceived by the committee. Again to quote MontTcomery, 


“*The quickest way to weed out the incompetent men who now hold 
themselves out as public accountants would be to make them understand 
the civil responsibility of a professional accountant,’ and * * * While 
the fact that we have no reported decisions speaks well for the integrity 
and good judgment of our accountants, yet it is felt that occasions have 
arisen where a test case would have been made had it not been known that 
any judgment involving money damages which might have been rendered 
would have been worthless, so far as the possibility of collection was 
concerned.” 


Public accountants cannot be expected to be insurers in the broad 
sense of the term, but a somewhat casual suggestion has been made in this 
connection that the American Association should so extend its constitution 
and by-laws that members should be required to contribute to a “mutual 
fidelity insurance fund” to be used substantially to guarantee the profes- 
sional acts of members and to insure the public to a reasonable extent 
against damage resulting from careless service or intentional misfeasance. 
This suggestion has not had any consideration or discussion by the 
association as yet, but if it affords a possible means of disarming the 
criticisms of those few who are opposed to the natural and legitimate 
extension of the profession, it is to be hoped that the suggestion will be 
developed into shape for practical consideration by the national organiza- 
tion at an early date. 

The accounting profession is indebted to the American Association for 
the excellent work of its committee appointed to canvass the bankers of 
the country, and its report as published is not only worthy of a place in 
the library of every practising public accountant, but the profession will 
receive much general benefit from a wide distribution of the book among 
clients and others. 

F. G. Coney. 


HOW TO INVEST MONEY WISELY. By Joun Moopy. New York: 
Office of John Moody. 1912. pp. 177. $2.00. 
Written by a well-known authority on investments, this little book 
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serves to whet rather than to satisfy the appetite for full information on 
an abstruse and difficult subject. It is written with simplicity of language, 
is free from technicalities, and consequently is intelligible to the general 
reader. 

The book deals respectively with three subjects: diversifying invest- 
ments, investing for profit, and classes of investments. Under the first 
two heads much information is introduced which the reader feels is the 
direct result of practical experience in the investment field. Some stale 
but prevalent notions about investments are carefully deprived of their 
force. An explanation is given showing why many so-called “gilt-edged” 
securities prove unprofitable, and why a proper diversification in other 
and perhaps less attractive investments will not only produce a good in- 
come but also insure the preservation of the principal. 

In part three, typical stocks and bonds are listed, their main features 
indicated, and sample combinations made for investments of various sizes. 
This information is sufficient to start one on a more extended investiga- 
tion into such securities as might prove attractive. 

The accountant will find the book of value in so far as he may be 
called upon to judge the value of investments, or to give advice to his 
clients relative to possible investments; and it will serve as a handy 
manual to investors. 

Eart A. SALters. 


ADVERTISING AS A BUSINESS FORCE. By Paut Terry CuHer- 
incton. New York: Doubleday Page & Co. 1913. pp. xv, 569. $2.00. 
This is a source-book of advertising literature composed chiefly of ar- 

ticles and extracts from Printer’s Ink. One interested in the general 
features of the work of advertising will here find abundant information 
on various phases of the matter. The book is well systematized, and while 
too diffuse to be readily available as text material is a good reference 
work. 

Each selection is carefully commented on by the compiler, but not to 
an extent sufficient to give the book the appearance of being the result 
of any great amount of work, other than appropriateness in selection of 
material. Nevertheless it performs the function of presenting in handy 
form a mass of varied and interesting information. 

For the accountant the book may serve to throw considerable light on 
one of the big expense items of nearly every business. Two or three of 
the selections bear directly upon the importance of accounts in business 
enterprises. 

Eart A. SALIERS. 


THE SAVINGS BANK AND ITS PRACTICAL WORK. By W. H. 

KNIFFIN. I913. 551 pp. cloth. $5. Bankers Publishing Co. 

If there be one branch of banking science and practice upon which 
more than any other the state of New York may pride itself it is that 
which has been given the somewhat unsatisfactory title of the eleemosy- 
nary savings bank. Yet it is a remarkable fact that until recently there 
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has been camparatively little literature on the subject and until the ap- 
pearance of Mr. Kwnirrin’s book there was not so far as the present 
writer's knowledge goes a volume which could be considered an ade- 
quate work of reference. America leads all nations in the aggregate 
and per capita amount of its funds entrusted to banks doing a savings 
deposit business and in some of the eastern states, most notably in New 
York, the faith of the public in the integrity and wise direction of the 
savings banks is so general that it is the exception to find the man or 
woman of moderate income who has not at least one savings bank 
account. 

The story of the savings bank is brief in lapse of time but full of 
romance and alive with progressive activity. Probably no equally great 
field of financial action has ever been so rapidly developed nor, speaking 
generally, so blessed by the disinterested assistance of men of substance 
and reputation. The savings bank is today one of the great factors in the 
financial world—an eloquent testimony to the might of the union of 
small things. And it is cause for hearty gratification that with all its 
rapidity of growth and importance it has been so wisely governed both 
by statute and by trusteeship that possibility of loss of deposits is reduced 
to the least and the stability of the entire community is vastly strengthened 
in time of financial distress or crisis. 

The author of the present work is one who has made a good name 
among the savings bank men of the state and his experience is such that 
he can speak with authority. Accordingly one picks up the book with 
that satisfaction which comes in anticipation—and is not a whit disap- 
pointed. It might be urged that the subject could well demand more 
extended notice than Mr. Knirrin has been able to condense within the 
five hundred and fifty pages of his book, but considering the magnitude 
of the subject and the absence of fundamental literature no one can 
deny the excellence and comprehensiveness of the book. The author takes 
the reader through the history of the savings bank movement, both abroad 
and in this country, analyzes all the factors which made the movement 
and have carried it forward, compares the laws of states, and finally goes 
into a careful investigation of the theory and practice of the science as 
they are today. 

The book undoubtedly will rank as one of the foremost authorities 
upon a most important subject. A. F. &. 





Washington State Board of Accountancy 


William McAdam, C.P.A., and Rodney D. White, C.P.A., have been 
appointed by Governor Lister to act on the state board of accountancy 
of Washington in place of F. P. Greene, C.P.A., and J. P. Robertson, 
C.P.A. 





Clinton H. Scovell & Company, certified public accountants, announce 
that C. Oliver Wellington, C.P.A., has become a member of the firm as 
from August Ist, 1913. 
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